Journal of Accountancy
Volume 33

Issue 2

Article 11

2-1922

Journal of accountancy, February 1922 Vol. 33 issue 2 [whole
issue]
American Institute of Accountants

Follow this and additional works at: https://egrove.olemiss.edu/jofa
Part of the Accounting Commons

Recommended Citation
American Institute of Accountants (1922) "Journal of accountancy, February 1922 Vol. 33 issue 2 [whole
issue]," Journal of Accountancy: Vol. 33: Iss. 2, Article 11.
Available at: https://egrove.olemiss.edu/jofa/vol33/iss2/11

This Article is brought to you for free and open access by the Archival Digital Accounting Collection at eGrove. It
has been accepted for inclusion in Journal of Accountancy by an authorized editor of eGrove. For more information,
please contact egrove@olemiss.edu.

For Reference
Do Not Take
_
PER
From the Library

SINGLE COPY 35 CENTS

ANNUM $4.00

The JOURNAL of
ACCOUNTANCY
FEBRUARY, 1922

VOLUME XXXIII

NUMBER 2

CONTENTS
Cost and Production Standards....................................... 81
By William B. Castenholz

Accounting for Contracts..................................................87
By Howard M. Ingham
Accounting for Pig Iron Production................................. 90
By Nathaniel B. Bergman
Dairy Accounting............................................................ 100
By John B. Ballingall
Editorial: Commenting upon the Revenue Act of 1921

.

.

107

Causes of Examination Failure....................................11

117

Income-tax Department .
Edited by Stephen G. Rusk

Students’ Department .

.

126

Edited by H. A. Finney

Book Reviews .

147

Current Literature .

155

Issued Monthly by

THE JOURNAL OF ACCOUNTANCY, Incorporated, Publishers
135 CEDAR STREET, NEW YORK, N. Y.
Entered as Second Class Matter, Feb. 7. 1916, at the Post Office at New York, N. Y.
Under the Act of March 3, 1879

Copyright 1922 by The Journal of Accountancy, Incorporated
THIS

MAGAZINE

DOES

NOT

EMPLOY

SUBSCRIPTION

CANVASSERS

THE JOURNAL OF ACCOUNTANCY

Autnors of Articles in this Issue of

The Journal of Accountancy
H. M. Ingham. Member American Society of Mechanical Engi
neers.

William B. Castenholz.

Member American Institute of Account
ants, Certified Public Accountant (Illinois and Wisconsin). Member
of firm William B. Castenholz & Co., Chicago.

John B. Ballingall.

Associate American Institute of Accountants.
With Barrow, Wade, Guthrie & Co., Philadelphia.

Nathaniel Bergman.

Associate American Institute of Account
ants. Certified Public Accountant (Connecticut). With Lybrand,
Ross Bros. & Montgomery, New York.

Subscribers should notify the publishers of The Journal of Accountancy at
135 Cedar Street, New York, of change in address before the twentieth day of the
month preceding the month of publication.
If the subscriber should fail to receive his copy within a reasonable time after the
first day of the month of issue, the publishers should be notified promptly.

American Institute of Accountants

Examination Questions
June, 1917, to May, 1921, inclusive
N response to numerous requests for complete sets of examination
questions of the American Institute of Accountants, all questions
from the beginning of the Institute to and including examinations
of May, 1921, have been bound in a compact and convenient volume
for the use of accountants, instructors, students and others interested.
It is contrary to the policy of the Board of Examiners to make known
any of its official answers. The book contains simply the problems,
questions, etc., and a complete subject index, which will be found of
great service for quick reference.
Bound in cloth in a single volume 5¼ inches by 7¼ inches.
On sale at $1.50 a copy at 135 Cedar Street, New York.

I

When writing to advertisers kindly mention The Journal of Accountancy

THE JOURNAL OF ACCOUNTANCY

Why Walton Training?
To say that Walton training merits the very careful considera
tion of anyone interested in preparing himself for the higher
positions in the accounting field is not enough. This statement
must be supported by the—

Reasons Why
Walton Courses are prepared, irrespective of other considerations, to give
a most thorough training, which is sound from the teaching standpoint and
practical in its application to the work of the public accountant, auditor,
comptroller, cost accountant or income tax specialist. Recognition of the
worth of Walton training and the success of Walton students is demonstrated
by the following—

Proofs
Walton students won high honors in the May 1917, 1918, 1919, 1920 and
1921, examinations of the American Institute of Accountants, a record
unequaled by any other educational institution.
Walton students won seven gold medals in seven years in Illinois bi-annual
C. P. A. examinations.
Walton Courses have been endorsed by adoption in schools of commerce of
leading American universities and colleges.
Walton Courses have received the endorsement of leading Certified Public
Accountants throughout the country.
Further proofs of the success of Walton students in C. P. A. and American
Institute Examinations and those in high executive positions gladly
furnished upon request.

Day and Evening Classes and Correspondence Instruction
in
Constructive Accounting
Advanced Accounting
Cost Accounting
Income Tax
Business Law
For "The Walton Way to a Better Day,” containing full information about
Walton Courses and Walton successes, address 302-322 Massasoit Building,
Chicago, or 25B West 43rd Street, New York City.

Walton School
Commerce
When writing to advertisers kindly mention The Journal of Accountancy

I

II

THE JOURNAL OF ACCOUNTANCY

YOU CAN CONCENTRATE
your mind on the work you are doing
without being distracted by

The "SWAN” Safety Posting
Fountain Pen
because
it is designed and built to meet the needs of

THE ACCOUNTANT and
BOOKKEEPER
It does not take your mind from your task to the inkwell
It does not scratch, clog nor run too freely

IT MUST PROVE ITS MERIT BEFORE
THE SALE IS COMPLETED

MABIE TODD & CO.
17 Maiden Lane
New York

209 S. State Street
Chicago

Send this coupon
with your order

MABIE TODD

& co.

Gentlemen: I enclose $4.20 for which please
send me a No. 3 “SWAN” Safety Posting Fountain
Pen. If it does not meet my expectations I may return it
after 10 days trial and you will promptly refund my remittance.
Name---------------------------------------------------------------------------- —------------Address-------------------------------------------------------------------------------------------------- —
When writing to advertisers kindly mention The Journal of Accountancy

THE JOURNAL OF ACCOUNTANCY

III

Business Organization
and Administration
by Dr.J. Anton de Haas, Professor,Foreign Trade,New York University

For Junior Accountants
Every young man who desires to become a business executive through
the accounting profession should own a copy of this clear and direct presen
tation of business organization and management.
Business Organization imparts a definite understanding of business itself
—it gives the kind of training that produces vision and opens up the avenues
of promotion.
The treatment of the following subjects is especially strong :

Purchasing
Business Organization
Financing an Enterprise Marketing
Selling and Advertising
Financial Institutions
Foreign Trade
Management
The Wage Question
The illustrative charts present graphically the actual work
ings of a large corporation.
Illustrated; attractively bound in cloth; 353 pages . . $1.40

The Gregg Publishing Company
285 Fifth Avenue

New York City

INTRODUCTION TO
ACTUARIAL SCIENCE
By H. A. Finney
Published under the Endowment Fund of the
American Institute of Accountants

ccountants and students of
accounting have manifested a desire
A
for such a work as this—an elementary
treatise on actuarial science.
Mr. Finney has met the need with this
101-page volume, 5x7 inches, bound in
cloth and printed in large, easily-read type.
The text consists of articles appearing in
The Journal of Accountancy in De
cember, 1919, and January, 1920, and, in
addition, solutions of all problems in
actuarial science contained in the exam
inations of the American Institute of
Accountants up to and including May, 1920.
Every accountant and accounting student
should possess this important addition to
accounting literature.
Price $1.50 delivered in the United States
of America.
THE AMERICAN INSTITUTE
OF ACCOUNTANTS
135 CEDAR STREET
NEW YORK

Mail Today
Gregg Publishing Co., 285 Fifth Ave., New York City
I am enclosing $1.40 fora copy of Business Organi
zation and Administration. If this book will not
help me I will return it for full credit after five days’
examination.
Name.

Street .
City__

State

JUST

PUBLISHED

Bell
ACCOUNTING PRINCIPLES
THEIR USE IN BUSINESS MANAGEMENT

A complete text for students

A valuable manual for Accountants
and Business Executives

This new book covers:—

¶BOOK-KEEPING METHODS;
¶FUNDAMENTAL THEORY of
ACCOUNTING;
¶MODERN
PRACTICE with concrete problems
and illustrations. ¶You will find it
simple, clear and up-to-date.

482 pages, $3.00

Order now from

THE MACMILLAN COMPANY
66 5th Ave., N. Y. C.

When writing to advertisers kindly mention The Journal of Accountancy

THE JOURNAL OF ACCOUNTANCY

IV

Two Entirely New Editions of Works
by R. H. Montgomery
Certified Public Accountant; Attorney-at-Law; member of the
firm of Lybrand, Ross Bros., and Montgomery; Author
of “Income Tax Procedure," 1917-1921.

Income Tax
Procedure -1922
Sixth Annual Edition
Federal Income Tax returns for income
received during 1921 must be prepared accord
ing to the income tax law of November, 1921.
While this new law re-enacts some provisions
of the old, it also contains many important new
provisions and vital changes that affect in
dividuals, partnerships, and corporations. These
are all explained in Mr. Montgomery’s new
manual for 1922.

Gives Detailed Procedure for Preparing
Each Item of Returns under theNew Law
It covers the new law thoroughly. It points
out and interprets the changes. Retroactive
provisions and their handling are plainly indi
cated. Regulations, rulings, and court decisions
up to the moment of going to press are fully dis
cussed. New rulings and decisions on the Excess
Profits Tax Law are covered in an appendix.
Mr. Montgomery’s
unusually close co
ordination of the
legal and accounting
aspects of the law
make this sixth
edition as indispen
sable as its pre
decessors. It will
save youmany
hours of wearisome
research. The man
ual is in one com
pact cloth bound
volume of 1600
pages. Price $10.00.
To be published in
February. Send
your order now.

Auditing

Theory and Practice
In Two Volumes
Many thousands of accountants and auditors
have found this work, in its previous editions,
an indispensable manual of business analysis
and accounting and financial policy. This new
edition—revised, enlarged, and entirely re
written—is necessitated by the effect on audit
ing practice of the past few years’ developments
in accounting and financial procedure.

A Reliable Guide to Sound Business,
Financial, and Accounting Policy
Montgomery’s “AUDITING” is the standard
American authority in its field. It thoroughly
explains how to find out and report the exact
financial conditions in a business.
It gives full procedure for making audits and
investigations. It is packed with experiencetested facts enabling you to answer almost any
question of accounting policy or procedure.

We will be glad to send you any or all of these books for
five days’ examination. Get your copy of Volume I of
“Auditing” now, and place, if you wish, at the same time
your order for Volume II and for “Income Tax Procedure
—1922,” to be sent immediately upon their publication.
Mail the coupon today.

The Ronald Press Company
20 Vesey Street

Publishers

New York

Publishers of ADMINISTRATION and
of MANAGEMENT ENGINEERING

The important
additions incorpo
rated in the new
work have made
necessary a two- .
volume edition.
Volume I, covering
general principles
and practice, is now
ready (730 pages,
cloth binding, $6.00).
VolumeII, applying
specific audit pro
cedure to over forty
lines of business
will be published
in the near future
(About 500 pages
clothbinding, $4.00.)

Go to Yow Bookstore — or Use This Coupon

The Ronald Press Company, 20 Vesey Street, New York.
Gentlemen: Please send me postpaid for inspection the following works: “Auditing,” Volume I (now ready),
$6.00; “Auditing,’’Volume II (as soon as published), $4.00;and “Income Tax Procedure—1922” (to be published
in February), $10.00. [Cross out any title not desired]. Within five days of the receipt of each volume, I will
remit the price as stated or return the book to you. (With foreign orders and those from U. S. possessions, please
send remittance in full, which will be refunded immediately if the books are returned.)
Name. .
(477)
Address

Business Concern and Position............................................................
If you want our catalog of publications on business, sent without charge, check here □

When writing to advertisers kindly mention The Journal of Accountancy

THE JOURNAL OF ACCOUNTANCY

When a Split Stick
Was a Bank Check

When a man put money in an English bank,
three hundred years ago, his deposit was
recorded by notches in a stick, which was then
split, the bank keeping one half, the depositor
the other. Before money was withdrawn, the
two halves had to be matched together.
The depositor’s half was called “bank stock,’’
the part the bank kept was the “check.”
How modern Loose Leaf accounting would
astound one of those seventeenth-century busi
ness men!
Foremost in design, in variety, in efficiency,
are National Loose Leaf Devices and Supplies.
Post Binders, for instance—solid or sectional
posts, key or slide lock—whatever size sheet
and style of binding you desire—your stationer
can give you the National Binder that will
meet your need. Ask him.
“The Mark of a Good Book”

NATIONAL

Every accountant and every purchasing
agent ought to have oar booh, “Ready
Records for Accounting.” It’s free—
ask your stationer for a copy. If he
cannot supply you, write us.
Ledgers
Ledger Sheets
Post Binders
Sheet Holders
Bank Forms
Price Books
Ring Binders
Columnar Sheets
Commercial Forms
Memorandum Books
Students’ Note-Books

BALTIC BINDERS
Heavy double board covers,
steel hinges. Bound in Cordu
roy with Red Cowhide back
and corners, gold tooled.

Top Lock
Series 9200½
End Lock
Series 9200

Loose Leaf and Bound Books
NATIONAL BLANK BOOK COMPANY
107 RIVERSIDE, HOLYOKE, MASSACHUSETTS
© 1922, National Blank Book Co.

When writing to advertisers kindly mention The Journal of Accountancy

V

THE JOURNAL OF ACCOUNTANCY

VI

If You Value
Your Time—
Do you want to plough through the new Regulations and
work out, section by section, their exact effect?
If you value your time, you will speed this task by using the

PRENTICE-HALL
FEDERAL TAX SERVICE
In addition to containing the new Regulations in full, it explains clearly
the exact effect of each section. The difficult points are illustrated with con
crete examples. The Service makes possible a thorough understanding of the
application of the Regulations—with a minimum expenditure of time.
It is less than six weeks until the returns are due—the six busiest weeks
of the tax season. If you value your time you will let the Prentice-Hall Service
save it for you. The form below brings it by return mail.

In our advertisement in the December issue
of the Journal of Accountancy there was a state
ment that the taxpayer need only include 40%
of the capital net gain in computing taxable
income. This provision was contained in the
Senate revenue bill and was the latest information
available on the date when our advertisement
had to be submitted for publication. This provi
sion was changed in conference, so that capital

PRENTICE-HALL, INC.

Costs
only
16 ½
cents
a
day

net gain was subject to a tax of only 12 1-2%,
provided that the total tax on the total net in
come was at least 121-2%. It was, of course, too
late to revise our advertisement. Since this provi
sion applies only to income derived from the sale
or exchange of capital assets consumated after
December 31, 1921, we sincerely hope that this
statement resulted in no serious consequences.

NEW YORK

PRENTICE-HALL, INC.,
70 FIFTH AVENUE, NEW YORK.
Please send me at once the 1922 Federal Tax Service, for which I will send
you $60 in full payment.

Name...................................................................

Street ..............................................................................................................................
City................................................................................. State................ ......................

When writing to advertisers kindly mention The Journal of Accountancy

THE JOURNAL OF ACCOUNTANCY

VII

Hotel and Restaurant

CHECKING and CONTROL SYSTEMS
Twenty years’ experience in cooperating with Accountants in the checking and control features of
Hotel and Restaurant Accounting Systems have equipped this company to render helpful and prompt
service in supplying the necessary checks, forms, loose-leaf equipment, sheets, books, vouchers, etc.
Sometimes there is a Standardized Form that so closely approximates that planned by the
accountant that its substitution will accomplish the same result with a marked economy in printing
costs. We have a large variety of forms in stock which we will gladly send for the accountant’sconsid
eration.
We are familiar with the details of hotel operations and management from the inside. All that
we have learned is freely at the disposal of accountants who may want information on practical details
preparatory to determining on the system they will install.
Our business is to supply printed matter and equipment necessary for hotel and restaurant check
ing and control and accounting systems.
Economy and accuracy result from the in
--------- We Make to Your --------stallation of the Kuhn Checking System which
has been under test for twenty years. Where the
Specification or Supply from Stock
problems vary—where the accountant feels that a
Auditors’ report forms; checkers’ record sheets; check
different method of treatment is needed—we are
prepared to supply forms made to any specifications.
ing stamp dies; cashiers’ record books and sheets;
restaurant and cafeteria punch checks; stewards' dis
Write for detailed information to
Joseph V. Jordan, Jr., General Manager
bursement sheets, purchase journal sheets and stock
and issue sheets; cigar control forms; columnar ruled
books; portion sheets; telephone charge vouchers and
traffic sheets; loose-leaf forms and binders; pay vouch
ers; dating stamps; index cards, etc.

THE KUHN CHECKING SYSTEM
154 to 160 West 14th Street, New York
Telephones

Chelsea 2029
Watkins 3336

BOUND VOLUMES
of

The Journal of Accountancy
Volume XXXII
July, 1921 - December, 1921
ARE ON SALE AT $4.00 A VOLUME. THE QUANTITY IS LIMITED.
TO AVOID DISAPPOINTMENT ORDERS SHOULD

BE SENT AT ONCE.

The Journal of Accountancy, Incorporated
135 CEDAR STREET, NEW YORK

When writing to advertisers kindly mention The Journal of Accountancy

VIII

THE JOURNAL OF ACCOUNTANCY

1578 Pages of Reference to
Available Accounting Literature
The ACCOUNTANT has at hand a wealth
of useful information. Hitherto it has proved
difficult oftentimes to find the particular data
which, at the moment, are needed.

THE ACCOUNTANTS’ INDEX
Comprehends the whole of the great wealth of available
accounting literature in the English language in one
reference source, tells the accountant what subjects have
been dealt with on the printed page and makes it easy
for him to find them.

This volume contains 1578 pages of reference, 6 in. by
9 in., printed in such manner as to facilitate reference,
and is bound substantially in cloth strong enough to
withstand the strain of constant use.
It should prove of great value on the reference
shelves of the engineer, public utility officer,
federal, state and municipal employee, librarian,
banker, merchant, etc., as well as to accountants.

Price $15.00
THE AMERICAN INSTITUTE OF ACCOUNTANTS
135 CEDAR STREET, NEW YORK

When writing to advertisers kindly mention The Journal of Accountancy

The Journal of Accountancy
Official Organ of the American Institute

Vol. 33

of

Accountants

February, 1922

No. 2

Cost and Production Standards*
By William B. Castenholz
Accountants, and especially cost accountants, very often speak
of standards in connection with factory operations without clearly
defining their language. The audience, or the reader, perhaps, is
therefore at a loss to appreciate the conclusions that may be drawn
from the discussion because there are two distinct standards and
unless these are clearly defined there cannot be a meeting of minds
between the message bearer and his audience. This fact was clearly
demonstrated at the last annual convention of the National Asso
ciation of Cost Accountants. The two standards referred to are
cost standards and production standards.
Cost Standards
A cost standard in connection with any factory performance
is based upon actual experience as evidenced by past records
indicating normal conditions. If, for example, it is found that
under normal conditions a machine has worked 2,600 hours a
year in a plant working 9 hours a day for 300 days and the
machine-hour-rate method is used for allocating factory over
head, then the standard hourly rate of overhead for that machine
is the resultant obtained by dividing the annual factory overhead
applicable by 2,600. In so doing consideration has been given to the
100 idle hours which must be viewed as unavoidable and normal
in the light of the past experience. To a certain extent, there
fore, we must lose sight of the 100 idle hours, because if we
assume that the plant has operated normally we are confronted
with an unalterable condition which predicates the determination
of the machine-hour rate of factory overhead.
Again, if we find another machine that has operated only 2,000
hours a year under assumed normal conditions, we are forced to
* A paper read at the mid-west regional meeting of the American Institute of
Accountants, Des Moines, Iowa, November 11, 1921.
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use 2,000 hours as the divisor in determining that machine’s
hourly rate of overhead, because cost standards are based upon
facts and experience gained during periods of normal production.
By normal production and normal conditions we mean a state or
a condition that has not been impeded by any unusual business
situation and takes into consideration all existing limitations to
production within the plant itself. This condition therefore fixes
the entire cost standard, since it is assumed that a repetition of
the past experience is about all that can be expected from the
same factory facilities and operating conditions. Standard cost
rates may therefore be defined as experience rates based upon the
assumption of past normal conditions.
That past cost experiences are the best bases for the formu
lation of present cost standards is quite undeniable. Unless cost
standards are constructed on such bases the cost figures will not
register the true present status of factory operations but instead
will reflect hypothetical cost. Costs at any and all times should
portray the actual operating conditions of a plant even though
these latter may be far from desirable. The fetish of an ideal
cost is a production rather than a cost matter. A cost standard
is therefore not necessarily representative of the lowest possible
costs but expresses merely assumed normal experience results.
We have expanded somewhat upon our definition of cost stand
ards in order clearly to demarcate the latter from production
standards. Production standards are based upon an operating
ideal and therefore represent either capacity units or modified
maxima.
Uses of Cost Standards
Cost standards or rather cost experience standards are used
as yardsticks to measure present actual costs in order to determine
whether the latter are falling above or below the assumed normal
experience mark. It thus becomes possible to establish the quan
tities and values of materials that should be used in certain
products. When material standards are set, it would, of course,
be extremely faulty to fix on material values only because the
prices of materials used may fluctuate widely. Consideration
must certainly be given to the quantities first and these should
not vary materially from the quantity-standard created.
Past experiences with reference to direct labor costs will fix
the labor-cost standard, again bearing in mind, however, that the
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standard is expressed primarily in hours of labor per given
operation and not in values. The values will fluctuate with
changes in labor rates. Variations in labor rates will be expressed
in larger or smaller value costs even though the hours may be
approximately the same. Such variations must naturally be
checked up and the causes therefor determined. It may be that
the labor force is improperly distributed with reference to skill
requirements.
Factory overhead statistics for past years or periods of
assumed normal production furnish the information with refer
ence to overhead rates irrespective of any methods of distribution.
The overhead may be expressed as a percentage to direct labor
hours, direct labor wages, prime cost; or it may be merged into
finer groupings by departments, production centers or individual
machines. But, be the method what it may, the rate is fixed by
the past record. If, for example, the machine-hour-rate method
is used the rate per hour is computed by dividing the overhead
loaded against the machine by the number of hours it has
operated in the assumed normal past period or periods. Whether
the number of hours be large or small is immaterial as long as the
experience indicates the assumed normality and as long as the
facility is not a special service machine.
The greatest value of cost standards appears in price making
and estimating. This value is apparent, however, only during
the continuation of the past conditions which created it—in other
words, a continuation of an assumed normal. Through cost
standards an executive may readily determine the quantities of
materials, the hours of labor and the amount of factory overhead
necessary to complete a given quota of product as long as the
product is the same as that in the past; and, if any changes in
prices of materials and labor have occurred the quantitative
knowledge he has of both will enable him to give effect to the
value variations. If standards are so refined as to express costs
of individual machine operations or of processes, they are of
great value too for estimating the costs of new production.

Uses of Production Standards
We have already indicated that production standards are based
upon an operating ideal rather than upon past performance. In
other words, a production standard is constructed on the basis of
an expected maximum performance which includes either full
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capacity or a partly scaled down capacity, all depending upon the
productive unit under consideration.
Production standards
cannot therefore be utilized for the same purposes as cost stand
ards, although it is desirable that the two merge into one another
as closely as possible.
Production standards are indices of operating efficiency; they
are the real yardsticks of productivity. Where, for example, a
cost standard may be constructed on the basis of 2,000 hours a
year machine performance, the production standard would
require the maximum hours so that all except the absolutely
unavoidable lost time would be fully utilized. A machine would
therefore not be considered as performing its functions com
pletely unless it worked this maximum number of hours.
The value of production standards appears particularly clear
in problems of machine investment, and, if factory operations
could be properly coordinated, the minimum investment necessary
to secure maximum results might be quite readily determined.
In other words, if all machines in all departments could be worked
on a maximum basis, everything else being equal, it would be
safe to assume that only the necessary investment in equipment
existed. But ordinarily if all equipment and machines were
worked at capacity or at a modified maximum we would find
that some machines over-produced and that others could not carry
the load.
Production standards, however, if properly applied, do not
only establish necessary machine investment but aid very materi
ally in securing the proper proportioning of manufacturing
facilities so that the production coming from one group of
machines can be adequately handled by the next group. Assuming
a certain volume of business, the results of one operation should
exactly or as closely as possible measure and determine the
machine requirements of the next operation. To illustrate our
argument, let us assume two operations “A” and “B” respect
ively and that there are two machines utilized for operation "A”
and three for operation “B.” Assuming that one machine of
operation "A” works 2,400 hours a year (standard operation)
and the other 1,200 hours and that the three machines of operation
“B” work 2,400 hours each or a total of 7,200 hours, we at once
see (assuming that volume can be increased) that the second
machine of operation "A” could be kept at 2,400 hours (standard)
by installing an additional machine for operation “B,” wherein
84

Cost and Production Standards
each machine operates 2,400 hours, to take care of the results
achieved by 1,200 hours of machine work in operation “A.” In
other words, the machine proportioning between operations “A”
and “B” should be as 1 is to 2, i.e., A :B: :1:2 or A hours : B
hours :: 1:2, which translated is 4,800:9,600: :1:2. Multiplying
the means and the extremes establishes the equality. Production
standards will point the way toward the proper equilibrium in
manufacturing facilities.
A production standard, then, looks primarily toward the es
tablishment of maximum production with an investment just
sufficient to produce that desired result. It looks, too, into the
problems of minimum labor requirements for the various tasks
about a factory and delves with its inquisitorial methods into the
very essence of all mechanical phases of production. Production
standards are thought of even before the manufacturing plant
is erected. Location of plant, the nature and construction of the
building, the arrangement of departments, the kind of power, the
juxtaposition of machines or groups of machines, the use of
mechanical auxiliaries, the location of store-rooms and tool-rooms,
the selection of labor and many other matters are considered so
that proper production standards may, be formulated and made
the basis for measuring actual performances, naturally with the
hope that the latter may conform as closely as possible with the
standard.
The more nearly cost standards approximate production
standards the more closely will actual results approach capacity
production, assuming, of course, that there is no abnormal abridg
ment of business. In fact, an ideal cost standard would be a
production standard. The difficulties preventing a merger of
the two standards are found in the inefficiencies of labor, lost
time, breakdowns, etc., some of which are avoidable and others
apparently unavoidable. The weakness of cost standards appears
in their slavish attachment to past facts arising out of assumed
normal conditions. It is assumed that past facts represent the
best possible accomplishment and that the past fact occurred
under normal conditions. This may or may not be true; many
weaknesses may have existed in the past which a cost standard
based thereon cannot hope to remedy; and the assumption of
normality is a rather dangerous one. To begin with it is a differ
ent normality for each plant because each plant has its own
experiences and these may vary widely even in similar industries.
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In a cost standard, even though properly used, the corrective
feature attached to production standards is lacking.
It is desirable that production standards exist concurrently
with cost standards and that the results obtained from their appli
cation be constantly compared. The first will always represent
the application of actual experience rates, whereas the latter will
express an application based upon an operating ideal of the
maximum. The difference between the two will be the field
wherein may be sown the seeds of improvement—improvement
in working conditions, in machine arrangements, in depart
mentalization, in the means for eliminating waste and idle time, in
power creation and distribution and in the larger problems of
factory coordination and control.
It is my opinion that cost and production standards should not
be changed because of subnormal or abnormal conditions in pro
duction. The use of the standards under such unusual condi
tions will clearly demonstrate the factors that are vitally affected
by these conditions, and they may therefore point the way to
constructive policies which may largely overcome some of the
evils arising out of such unusual conditions or at least aid in the
establishment of a programme of preparedness.
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Accounting for Contracts
By Howard M. Ingham

What is the best method of accounting for payments received
on account of uncompleted contracts? This question arises in all
branches of the building industry and in a great many manu
facturing enterprises—in fact, wherever large contracts are under
taken on which part payments will be made. Often the work is
paid for on schedule, that is, specified sums are due at certain
stages of completion. In the majority of cases, however, these
specified sums bear little relation to the cost of the work per
formed up to the time when the payment is due, even though an
effort may have been made, in drawing up the contract, to keep
cost of production and payment therefor in reasonable agreement.
If the work is paid for by percentages of its cost to date, no
particular difficulty arises. Any trustworthy system of records
furnishes the basis for equitable payments, and the only question
is as to the advisability or propriety of including some of the
prospective profits in the invoice. This question is frequently
discussed, and needs no further mention here. But when work
is paid for on schedule or in any way except by a percentage of
its cost, the contractor or manufacturer must decide how to
determine the entries in his sales account.
If the contract, when made, is credited to sales, the balancesheet must always contain an item on the debit side “reserve to
finish contracts.” There is no more unsatisfactory job than
estimating the proper size of this reserve, and the books would
never be of any value, as a guide, unless this reserve could be
carried continuously, which is, of course, utterly impracticable
and not even to be considered.
The second suggestion might be to credit to sales the schedule
sum or amount to be received at certain stages. If this sum
should happen to be smaller than the cost of the work delivered
(or completed, if a building) the difference between the sales
and cost of sales accounts would show that the company was
losing money, and vice versa. In either case, the true facts
would be concealed by the chance size of the schedule payments.
As these are arranged in advance and their size is frequently
determined by bargaining, the books could never show the true
state of the business, unless all contracts should happen to be
completed at exactly the same time. As this would never happen

87

The Journal of Accountancy

with a going concern, the second suggestion must be dismissed
as of no value.
A third suggestion might be to estimate the sales value of the
work delivered or completed and credit this sum to the sales
account. This, however, is almost as unsatisfactory as estimating
the reserve to finish contracts, as well as a great waste of effort.
Also, the profits shown by the books would be dependent upon the
accuracy of the estimates and hence of dubious value as a guide.
Many standard works on accounting have been examined by
the author in the effort to find a satisfactory answer to this
question, with little result. It is hardly even mentioned in some
of the best-known works. It recently had to be solved, however,
in relation to a cost system in a large manufacturing plant, and the
method described below was evolved. It is presented herewith
for discussion, in the hope that, if any flaws exist, they may be
exposed, and references may be made to any works wherein the
subject is comprehensively treated.
In the system evolved by the author, the contracts, when made,
are not recorded in the ledger. However, if it were thought
desirable, they could be recorded in other accounts, without affect
ing in any way the entries about to be described. The costs of
manufacture, labor, burden and material are debited in the account
“work in process” in the usual way. Upon the completion of an
order, the cost is credited to “work in process” and debited to
“cost of sales,” as is customary. When a partial delivery is made
on an uncompleted contract, an invoice is rendered to the customer
for the sum due as per schedule or for any equitable sum, if
there is no schedule. This invoice is charged to the customer’s
account and credited to an account called, for want of a better
name, “bills rendered.” This process is repeated until the contract
is finished, when the final cost can be made up from the cost
books. The total cost is then credited to “work in process” and
debited to “cost of sales,” as stated above, and, in the same
accounting period, the contract price is credited to sales and
debited to “bills rendered.” As all the accounts above mentioned,
except “bills rendered,” are standard accounts and used in the
customary way, there is no need for discussing here the sig
nificance of their balances. Such a discussion appears in any
work on accounting.
The only account requiring discussion is “bills rendered.” Its
balance will always be on the credit side of the ledger, and it must
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be classed among the liabilities of the business. It represents
sums of money advanced on account of unfinished contracts,
which are, to a certain extent, in the nature of loans. On a
balance-sheet, the credit balance in “bills rendered” should be
deducted from the asset represented by “work in process,” thus:
Work in process............................................. $500,000.00
Less: bills rendered on account of un
completed contracts.................................
100,000.00

$400,000.00

Objection might be made that by debiting a customer for a
part payment, thus making it appear as an asset among accounts
receivable, the asset appeared twice, once as a part of work in
process and again among accounts receivable. While this might
appear to be the case, the latter asset is balanced by the liability
in “bills rendered,” and the net amount of assets appears correctly
in the books and can be correctly stated on the balance-sheet, as
shown above.
Another objection might be that, on long contracts, lasting a
year or more, work delivered a year ago would still appear as
“work in process” in the ledger, unless the whole contract had
been completed. The answer to that is that so long as work
delivered has to be combined with work not yet completed, it is
still actually in process, and cannot properly be taken out of the
“work in process” account.
The facts seem to be reflected by this system of entries more
correctly than they would be by any other method. Accounts
receivable are stated in their true amount, sums of money actually
due; the difference between sales and cost of sales is the actual
profit on completed work, and no other statement of profit is
trustworthy. The balance in “work in process” is the cost of all
work not altogether completed—and that is the significance of
the name.
The purpose of these notes is to bring forth answers to three
questions:
1. Are there any flaws in this method of accounting for
contracts ?
2. Is it in general use on contract work?
3. Where is it described in standard works on accounting?
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Accounting for Pig Iron Production*
By Nathaniel B. Bergman
The subject of blast-furnace operations, so far as they
appertain directly to the production of pig iron, does not appear
to have been the subject of any noticeable amount of literature.
For this reason, particularly, as well as for the fact that the
writer has had considerable practical experience in this as well
as other branches of the steel industry, the subject of this thesis,
it is hoped, will prove of some value to students who desire
information on this branch of what is probably the largest
industry in the world. In view of the fact that the writer’s
experience has dealt largely with steel plants making not only
pig iron but steel products which originate therewith, the
operations to be detailed here will be those of blast furnaces as
a part of a large steel plant rather than those of an individual plant
making nothing but pig iron for sale. Closely related to blast
furnace operations in a modern steel plant are the operations of
coke ovens and coal washeries. For that reason reference will
be made to these other two features as well as to blast-furnace
operations. It would not be amiss and should prove of some value
to describe first briefly the operations of a blast furnace from
the practical rather than the accounting standpoint.
A blast furnace may be a unit producing as much as 800 tons
of pig iron a day or it may be a unit producing not more than 100
tons a day. The latter is the average tonnage produced in
the old style furnace which may still be charged by a hydraulic
elevator; the former is the product of a unit operated entirely
by electricity and designed to meet the ever-increasing demands
for steel products all over the world. A particularly interesting
feature of blast-furnace operations is that they cannot be so
thoroughly controlled by mechanical means as, say, a rail mill or
a plate mill. Production may be affected by humidity in the air
blown into the furnaces. It may be affected by the quality of the
materials used, resulting in serious accidents at times.
For
example, a particularly bad quality of coke can cause what is
termed a “scaffolding,” which has resulted to the writer’s personal
knowledge in an explosion blowing off the entire top of the blast
• A thesis presented at the November, 1921, examinations of the American Institute
of Accountants.
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furnace. It is here that the accountant will see the urgent
necessity for reserves for relining and renewals. Of course, the
necessity for relining arises from ordinary operations as well as
from extraordinary conditions.
The ore may be received by boat or by rail, depending upon
the geographical location of the plant, and it will be stored in
piles and later placed in bins in order to facilitate the handling
when necessary to charge the furnace. The ores will be stored
first in piles according to the metallic contents, as it is upon the
metallic contents of the iron as well as upon other chemical
analyses that the “charge” is based and upon which the price is
fixed. Thus it will be seen that ores from different sources may
be dumped in the same piles if they are very closely related in
the matter of chemical analyses.

Coke at the present time is produced at a number of the larger
steel mills as it has been found that it is much more convenient
to obtain control of a coal supply and produce coke than it is to
depend entirely upon coke produced by others at points remote
from the furnaces. Besides, coke is such a very important factor
in the production of pig iron that the commercial value of the
iron may be adversely affected by a poor quality of coke. Not
only must the coke be volatile to a definite degree but the
structure of the coke must be such that it can support the ore and
limestone and other items constituting what is called the “stock.”
For convenience in handling, the coke is stored in bins when
necessary to be used in the furnace. In some plants, coal is still
being used to a great extent for fuel, but this is due largely to
the fact that in those cases in which it is used the quality of iron
being produced is required to be of a special grade.
Limestone and other fluxes are stored in piles and conveniently
situated for handling. Some steel plants have their own lime
stone deposits, and when this is the case there arises a situation
analogous to that when a company produces its own coke, that is,
the cost factor enters into the accounting end of the problem to
a greater degree than is the case when purchases of these
materials are made outside. Limestone is used for fluxing, i.e.,
for removing the undesirable elements in the ore, hence the import
ance that a company have its own supply of known quality. With
a poor quality of stone, the impurities are not properly eliminated,
and there may be produced a poor quality of iron, fit perhaps
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only to be remelted or used in the foundry for a very inferior
quality of castings.
At intervals, say of four or five hours, the furnace is tapped
and the iron disposed of in various ways. It may be sent to the
Bessemer or open-hearth plants to be made into ingots; it may
be sent to the foundry to be used for castings, or it may be cast
into pig iron for storing for future use or for sale. In order to
determine the disposition of each “tap,” a sample of the iron in
its molten state is taken immediately after the metal has begun
running from the furnace and an analysis is made in time to
determine its proper disposition. An excess of phosphorus or
sulphur may make the iron useless for one class of steel production,
while the presence of the same degree of these elements may
render the iron useful for other purposes.
It may be of interest to state here that a very careful record
is usually kept of the production of each “tap” and its disposition.
One of the principal reasons for such a record is that in case of
a defective product in the rail mill or some other branch of the
business, the blame can be traced to where it belongs. It is, of
course, well known to the readers of this article that every rail
laid down has upon it a heat number, which is given to the ingots
either at the Bessemer plant or the open-hearth plant. By this
means it is possible in case of accidents upon the railroads
resulting from defective rails to trace back to the original furnace
production and determine whether the fault was due to defective
materials or an accident due to local trouble on the railroad track.
Assuming that it is intended to store the iron for future use
or to sell it, the metal is cast into pigs. Under the old style the
pigs were cast on the blast furnace floor into sand molds, but the
more modern method is to send the iron to what is called a pig
casting machine situated away from the blast furnace, where the
iron can be cast into pigs much more readily and with less inter
ference with the operations of the blast furnace.
In view of the fact that the accounting for blast-furnace
operations involves recording expenditures for the maintenance
of ladles, it should be stated here that two classes of ladles are
used at the blast furnace: one kind for the iron itself and another
kind for the slag or what is sometimes called “cinders.” The
disposition of the slag depends largely upon whether the company
finds its profitable to put this slag to commercial use or merely
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to dump it on the large slag dumps situated near the property of
the steel plants. For a number of years blast-furnace slag has
been used for a variety of purposes, one of the principal uses
being the manufacture of a fireproof cloth, which is supposed
to be as effective as asbestos, but as this is an expensive and
involved operation, the steel companies themselves do not seem
to have engaged in this industry but have disposed of the slag
and left it to others to convert it.
With the operation of the blast furnace itself, we have also
to consider the expense of operating the blowing engines which
supply the blast to the furnaces. In the more modern plants
facilities have been installed to supply to the engines for fuel
the gases which are created in the blast furnace. This is a
feature which should be considered in the accounts when pre
paring costs of production.

Coke ovens usually operate in a steel plant for the direct
benefit of the blast furnaces, although other departments also
use coke. For this reason, the cost of coal, labor handling the
coal and other expenses incidental to the production of coke form
a vital part of the accounts for blast furnaces. This is par
ticularly important in view of the fact that the by-product retort
is now used largely and the by-products, such as coal tar and
sulphate of ammonia, form an important credit to the operating
expenses of the coke ovens.
It will be seen from the foregoing that accounting for blast
furnace operations is largely a cost proposition and the recording
of the consumption and production is necessarily subordinated to
the main object, that is, cost finding.
The accounting for blast-furnace operations may be divided
into four principal divisions, namely:
Blast furnace,
Blowing-engine house,
Casting machine,
Ladle house.

Blast Furnace
Materials—A distribution book is necessary to record the
amount of ore, lime, coal, coke and other materials consumed.
This information is obtained chiefly from the superintendent’s
reports of materials ordered to be charged into each “mix.” In
view of the fact that the value of the mixture is dependent upon
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accurate weights the superintendent’s reports are usually accepted
for cost purposes. It develops, however, upon taking physical
inventories of the items of coke, coal, etc., that shortages will be
disclosed as between such actual weights and the book inven
tories. In the case of coke this is due largely to that part of the
material which escapes as dust or loses value otherwise. In the
case of ore itself, it is difficult to check the inventory, except by
measurement, until the piles have been considerably reduced.
Therefore, in order to provide against excessive shortages at the
end of any period, it is desirable to add a percentage to the
weights reported used, such percentages being based upon
experience over a number of periods.
Under a good cost man it is possible to maintain a good check
on materials reported used, owing to the fact that under efficient
operating conditions at a blast furnace there is a general average
of consumption of coke and limestone to each unit of iron pro
duced. In the writer’s experience at a modern plant, this worked
out to about a pound of coke to a pound of iron and about 1,100
pounds of limestone to 2,240 pounds of iron. The prices to be
used will be, of course, actual cost. In the case of ore, this will
cover the cost of the ore to the plant plus any freight paid thereon,
plus handling charges which can be definitely apportioned to the
material. When the company operates vessels, the cost of the
ore will be charged with the cost of the operation of such vessels.
Limestone cost will be calculated the same way. In case the
company produces its own limestone, cost is somewhat more
complicated, but all expenses applicable to this material should
be charged thereto.
There is consumed, in addition to the raw materials mentioned
previously, scrap of various kinds, consisting of off-grade iron,
runner scrap and ladle scrap. At this point develops the question
at what price this scrap should be charged to the furnace. In
the case mentioned the most practical arrangement at the time
seemed to be to charge the blast furnace with its own scrap at a
fixed figure. This figure was also used as a credit for scrap
when compiling the cost of production. There may have been
weaknesses in this method, but the quantity used is never con
siderable and the probable ultimate cost was not much affected.
The blast furnace will also use roll scale from the rolling mills.
The scale is usually charged to the blast furnace by the rolling
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mills at the figure quoted in the trade journals for such scrap
and the same price is used in charging the furnace.
In the record of ore used it is necessary to show the metallic
contents as well as the quantities. The object of this is to check
up the theoretical yield of the ore with the actual production.
Owing to the fact that the ores are purchased on the basis of the
iron content, there will, of course, always be a slight difference
due to the fact that a part of the iron goes into the flues or is
carried away in the slag. Unless the slag is run through the
furnace again, which is very rarely done, this iron is entirely lost.
The flue dust can be charged back into the furnaces.
Labor—The labor charged against the furnace will be sub
divided briefly into the following:
Superintendence,
Stocking,
Charging,
Blowing,
Casting (tapping).

This information will be obtained from the pay-rolls in the
usual way. In view of the fact that the costs are subject to close
scrutiny and that any variation is the subject of inquiry, it is
necessary that the sub-divisions previously referred to should be
carefully maintained.

Supplies and Repair Labor and Materials—These items will
be obtained on requisition and will be reported by the stores de
partment at the end of each accounting period. Some of these
supplies are so expensive that when certain parts such as tuyeres,
blocks or cooling plates are changed, the fact is usually recorded
in the daily blast-furnace report to the management. Usually
the necessity for changing the foregoing items arises from normal
operations, but when a furnace is operating erratically and certain
sections become overheated or otherwise abnormal, the expense
of frequently replacing these parts is considerable.
General—-The overhead expenses will consist principally of
steam, water, power, handling, laboratory, and the reserve for
relining and renewals.
Steam and power can be calculated
accurately. Handling will be a pro-rata share of the expenses
not charged directly to materials. Laboratory expenses can be
calculated if the furnace has its own staff. The fund for relining
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and renewals will cover stacks, gas flues and gas pipes, hearth
and bosh metal work, stoves and hoists. There will be a credit
under certain conditions for any steam and gas supplied by the
furnaces to the blowing-engine houses.
The relining and replacement fund is reserved on the basis
of a certain amount per ton of iron produced based entirely upon
the experience with a particular unit.
Production—The production records should indicate grades
of iron produced and also its disposition, in order that the depart
ment receiving it may be properly charged. Credit should be
given for ladle scrap, consisting of the ladle skulls or shells and
the ordinary scrap. Production should also be given credit for
runner scrap and off-grade iron produced. As stated previously,
the values at which they are credited are nominal and as all of
the scrap produced is usually charged back into the furnace, the
net operating result should not be seriously affected. Of course,
where there are a number of blast furnaces and the scrap is
stocked for their future use or for the use of other departments,
it is important that a record be kept of the amount produced, as
far as practicable, from each furnace in order that due credit
may be given the unit responsible for its production.
Credit should also be given for flue dust produced. At one
time flue dust was thrown away, as being of no commercial value,
but for a number of years past it has been stored and charged
back into the furnaces or the iron contained in it has been
recovered by other means. An average of iron content in the
flue dust will suggest a fair value therefor, and the amount
should be properly recorded in order that the results may reflect
the true cost of the iron as far as possible.
Statistical Data—Apart from the actual expenses of operations
found in all periodical compilations of costs, certain statistical
data should be incorporated in any report on blast-furnace
practice. The following are such items of information:
Number of days operating,
Disposition of product:
Foundry,
Pig iron for stock,
Open-hearth department, etc.,
Number of tuyeres changed,
Actual production—tons,
Theoretical production—tons.
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Following is a form of cost sheet intended to give effect to
the results of operations for any accounting period:
(Condensed form)
Cost of Producing Pig Iron at Furnace No.----- . Month of----- , 192—.
Gross
Material per ton Cost
tons Price Amounts Pounds Percent. per ton
Metallic mixture:
Ores
Mill cinder and roll scale
Scrap
Gross metallic mixture
Deduct, scrap produced
Net metallic mixture
Fuel and fluxes:
Coal
Coke
Limestone
Total fuel and fluxes
Total materials charged
Labor
Materials and supplies for
repairs, etc.
Casting machine cost
(as annexed)
Water, power, steam, etc.
Total cost above net material
Grand total cost
Statistics
Iron produced—by grades
“
“ —by disposition
Days in operation
Average product per diem
Cost by grades
Actual production—tons
Theoretical “
— “
Loss
— “

Blowing-engine House

From this department the furnace receives all the air required
for operations. A separate cost should be kept for this depart
ment as in some cases the engines are also operating upon other
units in the plant, in which case a division of such cost should
be made in order properly to charge the departments benefitting
thereby. As stated previously the blowing-engine house receives
gas produced by the blast furnace and for this reason a charge
should be made to the blowing-engine house in order that other
departments may not receive the benefit of this item.

Record should be kept of all labor by occupations. Repair
labor and material should be recorded properly and charged to
this department periodically. Overhead expenses are usually
light and not difficult of allocation. The entire cost of this depart
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ment should be apportioned to the departments upon a basis
determined by a qualified technical expert.
Pig Casting
If pig iron is being cast by various methods, such as sand
casting at the furnace or in a modern pig-casting machine, different
costs should be kept in order that this expense may be exhibited
eventually as a part of the blast-furnace operations. The main
divisions are direct labor, labor on repairs and maintenance,
lubricants, tools and supplies. The information for this cost
exhibit will be obtained in the same manner as for the other
departments of the plant.

Ladle House
Separate cost should be kept for hot-metal ladles as distinct
from cinder or slag ladles. The principal subdivisions of
expense will be direct labor, labor repairs and maintenance,
repair materials, tools, refractories, etc. The items herein will
be obtained from payrolls, stores requisitions, etc., in the way
that this information is obtained for other departments of the
plant. This department is an important adjunct of the blast
furnace operations, and it has always been deemed necessary to
the management to know to what extent this expense enters into
the cost of production.
General
As stated, this subject is considered on the assumption that
the blast furnaces are a part of a complete steel plant. Funda
mentally the treatment of the matter would differ only slightly
in the case of a plant devoted entirely to the production of pig
iron for sale.
The general books would contain appropriate asset, liability
and nominal accounts and would control a works ledger. The
works ledger would contain all operating debits and credits.
The payrolls should be compiled from daily time-cards,
wherever practicable, supplemented by personal checks by an
employee of the time department.
All supplies other than raw materials should be withdrawn
only upon approved requisitions. It has also been found prac
ticable to issue certain items of raw materials such as fire clay
and coal, on signed authorizations. In the case of ore, coke,
limestone, etc., the superintendent’s order for a certain “charge”
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is deemed sufficient authority for and a good check on the
issuance of these materials.
Credits to cost of coke production for such by-products as
coal tar and sulphate of ammonia are made (but the practice may
vary) at market values. The reason for this in the case cited
was the fact that the by-products were sold f. o. b. the plant and
contracts were in force covering all production for a term of
years, thus eliminating the question of selling expenses.

Coal Washeries and Coke Ovens
The coal washery is an adjunct of the coke ovens and the
cost of producing coke should include the expenses of both
divisions. In addition to the data showing quantities of coke
produced, a memorandum should show the actual production as
compared with the theoretical yield. The total weight of the coal
less the ash and certain minor properties contained therein should
approximate the weight of the coke. The gases given off, which
are made into coal tar and sulphate of ammonia, account for most
of the difference between the weight of coal charged and coke
produced.
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By John B. Ballingall
The average consumer gives little thought to the various
processes through which milk, cream and butter pass before
becoming finished products fit for the family table, and one of
the subjects that appears to have been neglected by accountants
is the accounting system used in a modern dairy.
The dairy business is a highly technical one, because of the
numerous tests and processes employed and the care and caution
necessarily exercised in the successful manufacture of the various
products.
Usually the large city dairy operates receiving stations or
creameries at a reasonable distance from the city, and it is to
these stations, scattered throughout the farming districts, that
the farmers send their milk. The milk upon being received at the
stations is weighed and a sample taken from each farmer’s daily
shipment for the purpose of making a composite test for butter-fat
content twice monthly. It is this average test of butter-fat
content for the month that regulates the price paid to the farmer.
The milk as received from the farmer is known in the trade as
whole milk. In order that farmers will not ship more milk than
the contract quantity (which changes according to the seasons of
the year), shipments in addition to the contract quantity are paid
for at a reduced rate. This is done to equalize production and
demand.
Before the milk starts through any of the processes in the
dairy, a chart is made which shows the commercial requirements
of the various grades and specialties for the day. The dairy is
a twenty-four-hour business and surplus milk must be converted,
and this of course is an added expense. The milk upon arrival
at the dairy is put through a clarifying process, which is an extra
precaution taken by the modern dairy to insure clean milk. The
proportion of the whole milk which is to be manufactured into
the ordinary pasteurized grade is put into a tank and a test is
then made to ascertain the butter-fat content. This test should
compare favorably with the average test made at the receiving
station. Cream or skimmed milk is then added to bring the
* A thesis presented at the November, 1921, examinations of the American Institute
of Accountants.
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butter-fat content of the whole milk to the prescribed statutory
requirement. The milk, graded to requirement, is automatically
bottled and capped. In these operations there is an invisible loss,
in addition to evaporation, through spillage and breakage and
because the bottles are filled to a trifle more than the legal
measure.
In view of the nature of the business it can be seen that it is
necessary to account for the quantities on a unit basis. The basis
used is the butter-fat content, as it is not possible owing to the
various conversions necessary in the manufacture to account for
quantities on a basis of liquid measure.
In addition to the general production of pasteurized milk, for
which of course there is a greater demand than for any other
grade, specialties have to be manufactured, such as cream of
various grades and butter-fat content, skimmed milk, condensed
milk and butter. The poundage of whole milk or partly manu
factured milk is obtained before the manufacture of each specialty
is commenced, and from the poundage is ascertained the butter
fat content, which, as already stated, is the basis of computation
in determining the daily overages and shortages in manufacture.
As an illustration of the method of computing say the loss in
production during the day of regular pasteurized milk, the fol
lowing procedure is followed: The bottled milk and milk in
vats, both reduced to a common poundage basis of the regular
pasteurized grade at close of business the previous day, is obtained
by test and the butter-fat content is known. To the inventory is
added the poundage of milk received from the several creameries,
of which a composite test for butter-fat content is made. The
milk is brought to butter-fat requirement by the adding or
deducting of higher butter-fat content milk or skimmed milk.
Therefore the total butter-fat content of all milk on hand the
previous night and of milk manufactured during the day is known.
The milk sold during the day is ascertained and the quartage is
reduced to total butter-fat pound content. It will therefore be
seen that tests being accurate, the loss in butter-fat on the day’s
manufacture is readily ascertained. The cost per pound of butter
fat paid to the farmer is known, and the shortage in manufacture
during the day can readily be converted to the basis of dollars
and cents. The loss in the production of other grades of milk
and commodities is computed in practically a similar manner.
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Not only do dairies purchase whole milk, which with other
grades is manufactured into pasteurized milk and specialties and,
as already mentioned, is purchased on a butter-fat content basis,
but certified milk is also bought by the dairies from farmers who
produce this particular grade. This milk is bottled by the farmer
(dairy bottles and caps being supplied to him for this purpose)
and shipped to the dairy ready for delivery to customers. Cer
tified milk which does not contain a high percentage of butter-fat
is mostly sold for nursery purposes. It is paid for on a quartage
basis, but for the purpose of accounting on a unit basis this
quartage is converted into butter-fat content.
Sales of manufactured products are made through retail sales
routes, where the milk or cream is sold in bottles of legal
measures; through wholesale routes, where sales are made by cans
or bottles; or from a store attached to the dairy, where retail prices
govern. The drivers on retail routes, whose department consti
tutes by far the largest section of the selling end of the business,
are charged daily with the selling price of all milk, cream and
other commodities taken out by them for delivery on the routes.
Upon return to the plant these men are credited with returns and
any collections in cash made by them during the day. The daily
sales and collection sheets show the sales by grade and quantity of
commodity, with money value, made by each driver, and are
summarized at the end of the month. Similar schedules of sales
are prepared for the wholesale department and the store; and the
total shown on the summary of these statements, with a record
of milk donated, consumed by employees, sewered, etc., is then
reconciled on the unit basis of accounting, namely, butter-fat
content, with the inventories and manufactured products.
Retail drivers’ books, on which are entered the daily sales to
customers and cash payments made by customers, are checked
weekly. The open balances are listed and must agree with the
amount shown as due on the retail sales summary previously
mentioned. Any shortage in a driver’s book is noted and the
amount of the shortage is deducted from his next pay envelope.
Unlike the retail sales prices, which are usually agreed upon
by the dairy operators, wholesale prices vary according to the
customer and to the surplus of milk and cream that may be on
hand. In addition to the general sale of milk and cream to
restaurants and other wholesale customers, one of the important
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items of sale is condensed milk—purchased by ice-cream manu
facturers. These condensed milk sales of course vary according
to the season of the year, and the quantities are sold on a test
basis rather than a quartage basis. The wholesale driver is paid
a straight salary and therefore is not obliged to keep a record of
sales, etc., as this together with the billing is done at the head
office of the dairy.
The general accounting records used in the modern dairy are
not different from those used in any manufacturing company. One
of the main records is a voucher register which is divided into
the following sections:
Manufacturing account.
Creamery expenses.
Selling and delivery expenses.
Administrative and general expenses.

The monthly total of each of the above accounts is posted to
a controlling account in the general ledger. It is therefore seen
that the operating expenses of the dairy and creameries are
included in four general ledger accounts. The footings in the
voucher register are cumulative so that it is quite a simple
operation to prepare a profit-and-loss statement for any number
of months.
The above sections of the voucher register are divided into as
many accounts as desired. As an example, the manufacturing
account might consist of the following:
Manufacturing account.
Milk and cream purchased
Transferred from creameries
Individual shippers
Receiving department
Wages
Expenses
Pasteurizing department
Wages
Expenses
Bottle filling department
Wages
Expenses
Bottle washing department
Wages
Expenses
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Manufacturing account (continued)
Specialty department
Wages
Expenses
Materials
Laboratory and testing department
Wages
Expenses
Power-house and refrigerating
Wages
Expenses
Cold room
These accounts are again subdivided for purposes of cost and
statistical information.
As the creameries are merely convenient centralized agencies
for the collection of milk, which loses its identity upon arrival
at the city dairy, no attempt is made to construct profit-and-loss
accounts to determine the approximate loss or gain in the operation
of each creamery. However, records are kept which show the
cost per hundred pounds of milk handled at each creamery, and
from these monthly comparative statements any increase or
decrease in the costs is readily noted.
One of the advantages of an accounting system is the ability
to determine the profit or loss on the operations of the wholesale
and retail departments, as only upon correct determination of
these facts can the successful dairy operate. The method by which
such profits or losses are ascertained is as follows:
The purchase price of the milk on a butter-fat content basis
sold through each department is determined, and the ratio of
material cost to selling price is established. This same ratio is
applied in computing the manufacturing and creamery expenses
applicable to each department. The voucher register is so con
structed that the actual charges applicable to selling and delivery
wholesale and retail are readily ascertainable, and, finally, general
and administrative expenses, together with depreciation charges,
are applied on a predetermined equitable basis.
Among the general ledger accounts are certain important items
peculiar to the business and deserving special attention. Retail
drivers are usually responsible for the collection of their cus
tomers’ accounts, and as their salaries and commissions are based
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on a percentage of their cash collections, it is evident that these
men will make an effort to keep their outstanding accounts as
low as possible. Although the general practice is to collect bills
weekly, bad debts are not unknown in the milk business, and
these, when retail, are charged against the driver, with the
exception, however, of one week’s supply to any customer. This
amount is charged by the firm to bad debts in accordance with
the general practice of the business. The drivers are bonded and
it is customary to have them deposit with the firm a sum of money,
say one hundred dollars, for the faithful performance of their
duties. This money is returned at termination of employment,
and upon presentation of a clearance sheet from the office.
While it is admitted that an element of fraud is possible in the
drivers’ accounts, particularly in the percentage of bad debts
chargeable to the company, the cost of employing special collectors
would be greater than the average loss sustained through this
factor.

In every large dairy the item of bottles, boxes and cans forms
an important part of the inventory. This account might be subject
to criticism as it is not feasible for the dairy to make a physical
count of bottles, boxes and cans on hand and out on routes at the
end of each month. Past experience, however, can usually
establish a basis for crediting this account monthly with an amount
representing the approximate loss due to breakage, loss and
depreciation. The amount expended for repairs to boxes and
cans is charged to operation in addition to the above-mentioned
estimate. Although a physical inventory is not made of bottles,
boxes and cans, the book account should be found to be substan
tially correct. The number of customers is known daily, and it
is estimated that a set of seven bottles is in use for each customer.
The composition of a set usually is as follows: Two bottles at
each customer’s house, one on the driver’s wagon, one in the bottle
washing department, one in filling room and two in storage. The
breakage is checked daily, and therefore a fairly accurate bottle
inventory is possible, which would give an indication of the
adequacy of the monthly charge. Boxes, of course, are in the
hands of the drivers or in the dairy and can be counted. Cans are at
the creamery, in transit, in the dairy or with wholesale customers
and can usually be inventoried. No depreciation is provided on
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bottles and boxes, but the monthly credit to this account includes
an item of depreciation of cans.
It is interesting to note that the latest method of transporting
milk from the creamery to the dairy is in a glass-lined motor tank
truck, which in addition to keeping the contents of fifteen hundred
gallons of whole milk at the same temperature during the journey,
reduces the cost of handling the milk and eliminates to a large
extent the use of cans.
As may be gathered from the foregoing, the dairy business,
because of the risks involved (such as the possibility of milk ship
ments becoming sour in the summer months), is one that demands
the closest attention both by the management and the accounting
staff. The accounting system that does not record in minute detail
the operation of the business is not of much benefit to the
management.
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EDITORIAL
Commenting upon the Revenue Act of 1921
In considering the revenue act of 1921 and the general dis
appointment with which it was received, it must be remembered
that congress was confronted with the necessity of raising about
three and a quarter billion dollars for the year 1921. That this
amount could be raised without dissatisfaction to a considerable
group of citizens was of course out of the question.
One of the most interesting bits of history recorded in the
passing of the bill was the part played in it by the group of
senators and representatives which, without regard to party
affiliations, considers itself as representing the interests of the
farmers as distinguished from the interests of the nation as a
whole. This is a radical departure from the accepted theory upon
which our republic has functioned heretofore. The “farmers’
bloc” has its opponents and its defenders, but a magazine such as
The Journal of Accountancy is not the proper place to
discuss its merits or demerits.
However, to a few it seems that the creation of the farmers’
bloc marks a step in the natural development of our ideas of
government. If a farmers’ bloc is a natural development, suc
cessive steps would be a miners’ bloc, a transportation bloc, a bloc
representing the financial interests, etc. This development was
prophesied a number of years ago by a very learned student of
economics who has evolved a philosophy which he calls the
“American Philosophy.” This philosophy is so far-seeing and
far-reaching in its concepts as to seem visionary to most of those
to whom it has been unfolded. One of the less important thoughts
contained in it is that our congress, which is at present builded
upon geographic lines and proportioned to population, and the
functions of which until recently have been directed more to
sociological than economic questions, should be amplified by
having representatives of what he terms “commercial states.”
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Commercial states according to this student are made up of those
engaged in a like industry, e.g., the state of finance, the state of
transportation, the state of mining, the state of grain, the state
of textiles, etc., etc.

The part the prophesies of this man play in this matter is
that as the only one of the so-called commercial states that is now
represented in congress is the agricultural, this governmental
agency throws out of equilibrium the entire structure, and as has
been seen, the commercial state of the farm is pressing for
measures for its interest without proper regard for the interests
of the other “commercial states” and the nation as a whole.
As a natural result of this lack of balance we have the excess
profits tax with us for the year 1921, but beginning with January
1, 1922, this law will no longer be a burden to the business of the
country. In view of the financial stress and business depression
during the entire year 1921, the statistics of the revenues from
excess-profits taxes will make interesting reading when they are
finally compiled.
The old excess-profits tax with its basis in a concept of invested
capital has been a great educator to a majority of the business
world. The members of this majority have had put before them
in concrete form the fact that there is a relationship between the
capital invested in a given enterprise and the profits that capital
should earn. True, the revenue acts of 1916, 1917 and 1918
placed that corporation at a disadvantage which had closely
figured the capital necessary to its successful operation and had
distributed among its stockholders all above such amount of
capital. It also placed at a disadvantage corporations whose
management had, following conservative methods, been in the
habit of valuing its assets at lower figures than was, perhaps,
proper, and having made these low valuations had not made any
record of the shrinkage so taken. This class has learned that
books of account are most necessary, and are valuable only when
all the financial history of the enterprise is properly set forth
therein.
The great lesson that has been learned, however, is that books
of account are most essential to intelligent operation, and that
such books are the principal evidence of accuracy of the salient
and necessary facts of the business. The days are about gone
when successful management will look upon accounting records
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as something simply to be tolerated, and that accuracy is only
required in the recording the flow of the cash and in the keeping
of accounts with the debtors and creditors of the business.
So, while there is general relief because of the passing of the
excess-profits tax, we feel that its memory should be treated with
respect. Great ingenuity was exercised in its creation and also
in the administration of its provisions.
In the following paragraphs we will set forth observations and
comment upon some of the more important features of the
revenue act of 1921. Much more could be said with respect to
each of the several matters treated of, but we cannot hope to
exhaust the subject in the few pages allotted to it, and if this
were possible the last word could not be spoken at this time.
Government statistics have shown that the vast majority of
returns are made by taxpayers whose income is five thousand
dollars or less. The interests of these taxpayers have been given
due consideration by increasing the personal exemption of married
persons or the heads of families from $2,000 to $2,500. There
is a limiting provision whereby those whose income is only
slightly above $5,000 will be permitted to take advantage of this
exemption. This additional $500 exemption does not apply to
married persons or heads of families whose income is $5,020 or
more, nor to single persons. It has been estimated that this
additional exemption will save this group of taxpayers about
three million five hundred thousand dollars. The newspapers have
made much of the action of congress in thus relieving the tax
payers with small incomes of comparatively considerable tax.
While the exemption will be felt by a great number of taxpayers,
the aggregate amount of saving is pitifully small.
An exemption of $400, instead of $200 as heretofore, is
allowed for each dependent of all taxpayers. The above
exemptions are effective for the year 1921.
Every individual having a gross income for the taxable year
of $5,000 or more, regardless of his net income, is required to
make a return. Husband and wife living together whose aggre
gate gross income is $5,000 or more or whose aggregate net
income is $2,000 or more are required to make returns. These
returns may be made jointly or individually.
Net losses sustained in trade or business by taxpayers in any
taxable year after December 31, 1920, are deductible from the
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net income of the succeeding taxable year and if such net loss is
in excess of the net income of the succeeding year the excess of
such net loss may be deducted from the net income for the next
succeeding year. Considerable care has been used in defining
how these net losses shall be determined and the language should
be given thoughtful consideration as there will probably be many
instances where the deductions may be made.
Taxpayers have quite frequently taken advantage of the
provision of the former laws wherein losses upon the sale of
securities, particularly liberty bonds, were allowed as a deduction
in determining net income. Having made the sale they would
purchase them again at the lower figures, or purchase like
securities. Under the new law and effective as of January 1,
1921, such losses will not be deductible wherein it appears that
within thirty days prior or subsequent to such sale the taxpayer
has acquired securities representing substantially identical property
and the taxpayer has held the new property for any period after
such sale.
It will no longer be possible for taxpayers who contemplate
the sale of property at a profit, to evade the tax upon such
transaction by giving the property, at a value at or near the con
templated selling price to a near relation who would thereby be
freed from paying the proper amount of tax upon the sale of the
gift property because the selling price was only slightly in excess,
or not at all, of the appraised value of the property at time of its
acquisition by gift. The new law provides that upon sale or
other disposition of property obtained as a gift the net gain shall
be computed by deducting from the sale price the cost of such
property to the donor or last preceding owner, with proper
modifying provisions for such computation in case the property
was acquired by the donor or preceding owner prior to March
1, 1913.
The new law has enacted the principles laid down in the
several treasury decisions regarding the determination of gains or
losses upon the sale or other disposition of capital assets acquired
before March 1, 1913.
Congress has taken note of the retarding effect upon business
of taxing gains upon sales of capital assets at the same rate as
that upon ordinary business income. The new law distinguishes
between these two classes of income and by its provisions limits
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the tax upon gains from sale or other disposition of capital assets.
This limitation is effective as of December 31, 1921, and there
after such gains will be taxable at 12½ per cent. These pro
visions apply to individuals, partnerships and estates, but do not
apply to the gains of corporations. Capital assets are defined as
“property acquired and held by the taxpayer for profit or
investment for more than two years (whether or not connected
with his trade or business) but does not include property held
for personal use or consumption of the taxpayer or his family,
or stock in trade.”
Beginning January 1, 1922, corporations will be subject to
an income tax at 12½ per cent. of its taxable net income instead
of 10 per cent. as heretofore.
Former income-tax laws have allowed all corporations an
exemption of $2,000 to be applied before computing income taxes.
As of January 1, 1921, this exemption is abolished, except to
those whose income is $25,000 or less. There is a limiting clause
extending this exemption to those corporations whose income is
slightly in excess of $25,000.
If an individual or partnership is carrying on a business in
which capital is a material income-producing factor and in which
the net income for the taxable year 1921 is not less than 20 per
cent. of the invested capital and the tax upon income derived
therefrom is in excess of what it would be if the said business
was incorporated, such business may be incorporated if done
“within four months after the passage of the act.” As the act
was passed November 23, 1921, it is apparently necessary to
take advantage of this provision prior to March 23, 1922. In
case such business is incorporated within the stipulated time the
entire income from January 1, 1921, may be returned and is
taxable as if it were a corporation. It seems highly probable that
this privilege will be extended to those who incorporated in 1921,
“prior” to four months after the passage of the act instead of
just those who incorporated “within” the said four months’
period.
As there will be no excess-profits taxes after January 1, 1922,
there will be no personal service corporations, heretofore recog
nized as being subject to a limited amount of excess-profits tax.
Nor will the stockholders in such corporations be obliged to
include in their returns the undistributed earnings of such cor
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porations. No provisions of the former laws were the cause of
so much controversy, perhaps, as were those pertaining to the
taxation of personal service corporations, and it will be a great
relief to all concerned that this bone of contention is removed.
After January 1, 1921, taxpayers having income from tax-freecovenant bonds will not be required to include as income the tax
paid for them upon such bonds by the corporation, as has
heretofore been required.
Additions to reserves for bad debts are recognized as
deductible items under the new law provided they are considered
reasonable. Also, when the taxpayer can produce satisfactory
evidence that a debt will probably be paid only in part, he may
consider the total amount of the debt as bad, charge it off and
deduct it from income. This latter provision is subject to the
discretion of the commissioner of internal revenue, and is quite
a departure from the limitation upon deductions for bad debts
that has heretofore been held necessary. It will be remembered
that before a deduction could be made for bad debts, they had to
be “charged off” in the books of account, and the taxpayer was
obliged to show evidence that the debt could be considered
uncollectible. Of any part of it was collectible the debt could
not be charged off until final payment was made of that part.
In case of exchanges of property, other than those made in
reorganizations, the net income shall be computed upon the
“readily realizable market value” under provisions of the new
law instead of the “fair market value” as heretofore.
Other provisions which render needed relief to the free flow
of business are those revising the former law which taxed as
income such gain as might be indicated by the transfer of property
of an individual to a corporation wherein the individual still
maintained a controlling interest in the corporation to which the
property was transferred.
As this is written the regulations covering this law are not
yet distributed and until then we cannot hope to know all the
points there may be brought out, but with such information that
is available it would seem fair to say that the law is better than
those that preceded it. The enacting bodies have not been obliged
to blaze a new trail as they were in 1917, and they were not
confronted with ever-mounting budgets as they were in 1918, and
so with the mass of court and treasury decisions on the former
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laws, and with the accumulated experience of the administrative
officials, they have passed a law that has eliminated almost all the
flaws of the former ones.
There will, no doubt, be revisions made in this law and many
of its provisions will be attacked but for a time at least it will be
the law of the land and as such is worthy of respect and the
obedience that all good citizens are glad to give it.

Causes of Examination Failure
One of the questions which is greatly concerning the board
of examiners of the Institute, the various state boards of
accountancy throughout the country and the many applicants for
C. P. A. certificates and Institute membership is the small per
centage of success in examination.
Thirty-eight states are using the Institute’s examinations and
the number of applicants increases steadily. The utmost care is
exercised in the preparation of examination questions and every
possible effort is made to present to applicants abundant oppor
tunity to demonstrate their ability to practise as public accountants.
Every criticism is given careful consideration and nothing is left
undone which would be likely to render the examinations clear,
easily understood and fair.
Yet, in spite of all that has been done, the percentage of
success is lamentably small. Many reasons have been assigned
for the failure of so many applicants, and we believe that the
most important and valid of these is the evident lack of adequate
preliminary study and practice on the part of applicants.
There are, however, other reasons which deserve careful
consideration and in order to present these fairly, we have
obtained from examiners employed by the board of examiners
expressions of opinion as to the cause or causes of failure.
One of the examiners, whose field is accounting theory and
practice, writes as follows:
“Several reasons may be advanced as to why so many of the
candidates taking the examinations for membership of the
American Institute of Accountants fail to secure the requisite
number of marks to satisfy the examiners that they are qualified
to pass.
“The one foremost is, undoubtedly, nervousness. Few candi
dates, however well prepared and equipped, enter the examination
room with the savoir faire borne in the every-day routine of the
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office, no matter how arduous and complicated the office engage
ments may be.
“The mental hazards preparatory to and upon entering the
examination room are various and depend upon the temperament
and healthful condition of the candidate; but for the most part
they dwell upon the uncertainty regarding the subjects to be met
—whether these subjects will be such as are familiar; to what
extent and whether it will be possible to answer all the questions
and problems in the time alloted.
“It is obvious that many candidates do not read the questions
carefully and as thoroughly as they should in order to grasp the
true situation and ascertain exactly what is required. They
imagine that they do so, attempt a problem hurriedly and spend
considerable time thereon only to find later that they have
mistaken its purport. Many answer the theoretical questions
(which invariably carry less weight than the problems) first and
then, proceeding with the problems, realize suddenly that too
much time has been devoted to the former and that there is
insufficient time satisfactorily to complete the latter. These
either finish the problems in error or do not finish them at all.
“Many candidates waste much time, and stationery, by making
unnecessary transcripts of the data, such as lists of balances,
before them.
“There are usually several evidences of good work but slow,
and the result of this is that problems are omitted entirely in
either part 1 or part 2, sometimes both, and of course the entire
loss of points for such omissions. Some papers give evidence of
a good knowledge of one particular subject, notably the income
and profits-tax problems, but a woeful lack of knowledge of all
other subjects. Others show good book-keeping ability but very
little experience in higher accountancy subjects. Then (sad to
relate) there are candidates who should not present themselves
for the examinations at all, displaying an incompetence and
ignorance truly deplorable.
“Of those who passed the last two examinations, the majority
passed well, but of those who failed the greater number failed
badly.
“Several candidates, not knowing whether they were suc
cessful or otherwise, have voluntarily admitted that former
examination papers were fair. There was perhaps some little
excuse for the frequent complaint of insufficient time at the
previous examinations. At the November, 1921, examinations
there could be no such excuse and, indeed, very little comment
on this point was heard.”
The subject of commercial law is one that seems to terrify
many of the applicants. Obviously, examinations in this subject
must deal only with the broad, fundamental principles rather than
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any state statute. Any examination given in most of the states
in the Union can be fair only if it deals with matters common
throughout the country.
One of the examiners in commercial law expresses the
following opinions:
“I think I should first outline the viewpoint of the examiner.
The examiner selects questions which cover legal points that
would be covered by a student in the proper study of commercial
law. The object of the examination being to ascertain knowledge
of the subject possessed by the applicant, questions are pro
pounded the answering of which will of necessity disclose to the
examiner the extent of such knowledge. It follows, therefore,
that the reasoning of the applicant on which his answers to
respective questions are based is of great importance. In fact
the applicant may give an incorrect answer and yet by his
reasoning disclose a knowledge of the subject which will warrant
his receiving a good mark for the answer. The papers which I
have corrected show a tendency on the part of applicants to pay
little attention to the reasons for their answers and to expressing
their reasons. It is possible that by changing the words which
appear on the papers, ‘Give reasons for all answers,’ the
importance of the reasons could be more strongly impressed upon
the applicant’s mind.
“Ordinarily failure is, of course, due to lack of knowledge of the
subject. While commercial law is not the most important subject
to be mastered by an accountant, every accountant and in fact
every business man should have a thorough working knowledge
thereof, and such knowledge cannot be acquired by a casual
reading of some work on the subject nor by an intensified
‘cramming’ carried .on for a short period prior to the examination.
Applicants should take up the study of the subject with the idea
that a knowledge of it is part of their equipment for successfully
practising in the profession which they have chosen, and not, as
many evidently do, with a view of passing some particular
examination. There are some whose lack of knowledge is due not
to improper application to study, but to use, through misinfor
mation, of poor text-books. This is quite apt to be true with
those who pursue the study by themselves.
“The greatest weakness shown is in the question of negotiable
instruments. This branch of the law is largely a question of
memory. Negotiable instruments law being uniform throughout
the United States, applicants should thoroughly memorize the
provisions of the act, not word for word, but the substance
thereof, and, further, in the case of each section of the statute,
should become familiar with the general practical application
thereof. If the study of the negotiable instruments law is pursued
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in that way, the memorizing of the statute will be easier and the
, knowledge of the subject more thorough.
“The same course should be pursued by applicants in
acquiring a knowledge of the uniform sales act and the uniform
partnership law. The uniform sales act is, of course, a most
important branch of the law of contracts, and as it is gradually
becoming uniform throughout the United States, it should be an
important part of every course of study of commercial law.
While at present the questions on partnership are not predicated
on the uniform statute, nevertheless the statute for the most part
is merely an enactment of the general principles of the common
law, for which reason the study of the statute should be taken
up, regardless of whether or not the uniform statute is a law of
the state in which the applicant resides.
“I am also impressed by the evident failure of many of the
applicants carefully to consider and analyze the questions before
attempting to write the answers, as a result of which the applicant
tries to discuss a point which a proper consideration of the
question would show could not possibly be involved. More
time should be taken in analyzing the questions; the answers,
particularly the reasons therefor, should be carefully thought out;
and the answers should be carefully and concisely expressed in
writing. The applicant should take up the questions in the order
in which they appear on the paper and not, as is apparently done
by many, pick out from all the questions those which appear the
easiest to the applicant, leaving those which appear most difficult
to be taken up last. As a result of the latter course, it is
impossible for the applicant to concentrate his mind on the
particular questions which he is answering and there is a failure
to give proper thought to the analyzing of each question.
“The poor results of the examination heretofore have been
the effect, not of difficult questions, but rather of poorly equipped
applicants.”
We are glad to be able to present these expressions of opinion
from examiners and trust that they will be given due consid
eration by future applicants.
It is quite generally admitted by institutions of learning that
no examination test is absolutely fair. The element of personality
and individual temperament must be ignored in preparing
examination questions for any large group of candidates. But
we are confident that the Institute examinations approach as near
as possible the point of absolute fairness and we believe that the
great majority of qualified applicants have passed and will
continue to pass those examinations.
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Income-tax Department
Edited

by

Stephen G. Rusk

The revenue act of 1921, the title of the income and profits-tax law
now in effect, is published by the treasury department as treasury decision
No. 3258. As this document is available to all, it will not be published
in The Journal of Accountancy.
Article 941 of regulations 45, relating to the valuation of assets for
the purposes of invested capital upon the change of ownership, is amended
by treasury decision No. 3259.
In order that claims for refund, credit and abatement may be handled
more expeditiously and to provide for refund and credit of overpayments
of revenues where no claims have been filed, the department of internal
revenue has set forth, in treasury decision 3260, the manner in which
such matters shall be handled.
The first decision bearing upon the revenue act of 1921 deals with the
manner in which, in exceptional cases, a loss sustained in one year may
be deducted in another. It recites that the allowance to deduct in one
year a loss sustained in another is entirely within the discretion of the
commissioner, and his decision will follow an audit of the return. This
does not deal with net loss as distinguished from net income, but rather
to losses deductible in determining net income or net loss.
Treasury decision 3262 prescribes the rules for the deduction of bad
debts under the provisions of the new law, which latter permits a deduction
of a reasonable reserve for uncollectible accounts, and also that a debt
may be charged off even if it is known that collection of a part of it
will be made.
Section 250 (f) of the new law provides for extension of time in
certain cases where an audit of a return reveals additional taxes due,
if the said tax did not arise from negligence or fraud, and then this
extension will only be made where its immediate collection would result
in great financial hardship to the taxpayer.
Other decisions published in this issue need no comment.
(T. D. 3259—December 7, 1921)
Income tax—Valuation of asset upon change of ownership.
Article 941, Regulations No. 45, amended.
Article 941, regulations No. 45, is hereby amended to read as follows:
Art. 941. Valuation of asset upon change of ownership.—Where a
business is reorganized, consolidated or transferred, or property is trans
ferred, after March 3, 1917, and an interest or control of 50 per cent.
or greater in such business or property remains in the same persons or
any of them, then for the purpose of determining invested capital each
asset so transferred is valued (a) at an amount representing its actual
cash value, subject to the limitations imposed by section 326, but not
exceeding its allowable value, for invested capital purposes, in the possession
of the previous owner, if a corporation, or, if not a corporation (b) at its
cost to such previous owner, with proper adjustments for losses and
improvements. This provision is accordingly concerned with the com
putation of invested capital for the taxable year, while section 330 of the
statute is chiefly concerned with the determination of invested capital for
the pre-war period. See articles 931, 932 and 1561-1570.
(T. D. 3260—December 8, 1921)
Refund, credit and abatement adjustments
For the more expeditious handling of refund, credit and abatement
claims, and to provide for the refund or credit of overpayments of revenues
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where no claims have been filed, the following procedure is established,
to become effective December 16, 1921:
1. Reduction of internal-revenue assessments and adjustments of over
payments of revenues will hereafter be accomplished in one of three ways:
(a) On the basis of an application submitted by a taxpayer on form
46, 47, or 47a, together with appropriate supporting evidence to be filed
in the office of the collector of internal revenue of the district in which
the tax is assessed.
(b) On the basis of a certificate of overassessment prepared by the
appropriate administrative unit in the bureau in each case in which an
overassessment of tax is disclosed through the audit of a return.
(c) On the basis of a blanket claim (form 751); a schedule of taxes
found to be uncollectible (form 53); or a schedule of duplicate payments
and overpayments due to obvious error on all forms of taxable returns
(blanket form 47 or 47B) submitted by a collector of internal revenue.
Form 751 will be used only in cases where credit balances exist, regardless
of the class of return filed.
2. Claims of taxpayers and the items of collectors’ blanket claims
(if and when found by an administrative unit to be allowable), and cer
tificates of overassessment (upon final approval), and items credited in
account 9 (e) shall be scheduled on form 7777 and submitted to the
commissioner of internal revenue for approval. Upon approval by the
commissioner, such schedules shall be forwarded to the collectors of internal
revenue of the several districts.
3. Upon receipt of such schedules the several collectors of internal
revenue shall immediately check the items thereon against the accounts
of the several taxpayers concerned and determine whether the several
amounts of overassessments should be abated, refunded, or credited against
assessments remaining unpaid. Only overpayments of income and profits
taxes may be credited against unpaid assessments of such taxes (sec. 252,
revenue act 1921). Whenever, on such examination of a taxpayer’s
account and of the items in account 9 (e), a collector finds an amount
of overpayment, he shall examine all accounts of the taxpayer for sub
sequent periods and determine and certify the amount, if any, of such
overpayment that shall be credited against the taxpayer’s account for any
subsequent year or years and the amount of such overpayment for which
a disbursement check should be issued. He shall thereupon make appro
priate entries upon all copies of the schedules and upon the assessment
list, indicating the application made by him of the several amounts of
overassessment and overpayment (whether by abatement or by credit),
and the amounts to be refunded; summarize the amounts applied in abate
ment, the amounts of overpayment and of credit; certify all copies of
the schedule; retain one copy, and forward the others to the commissioner
of internal revenue at Washington.
4. The collector shall, at the same time, prepare (in quadruplicate) on
form 7777 A a schedule of net refundable amounts for which disbursement
checks are to be issued; retain one copy of the schedule for his record;
certify the other three copies and forward them together with the copies
of the schedules on form 7777 to the commissioner of internal revenue
at Washington.
5. Upon application of the several amounts of overassessment and
overpayment as abatements or credits, and the determination of the
amounts to be refunded, the collector of internal revenue shall make
the appropriate entries upon the certificates of overassessment which will
be forwarded to him with the schedules; and transmit appropriate copies
of such certificates to the several taxpayers as notification of the action
taken by the collector in the way of abatement or credit; provided, how
ever, that in those cases in which any amount of overpayment is to be
refunded, the collector shall not send the certificate of overassessment to
the taxpayer, but shall make the appropriate entries thereon and forward
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such certificates of overassessment with the schedule of refundable amounts
to the commissioner of internal revenue at Washington.
6. Upon completion and certification of a schedule the collector of
internal revenue shall credit the accounts with the amounts abated and
credited and make proper notations of the refunds. The proper account 6
will be credited, and account 18 will be debited with the total amount
abated and applied as credits for the reduction of tax liability. Account
9 (e) will be debited with the total amount applied as credits from
items in account 9 (e). The procedure as outlined in section 583 of the
internal revenue manual, in cases of this nature, should be carefully
followed.
7. Upon receipt of properly certified copies of form 7777 and 7777 A,
the commissioner shall cause to be made the necessary entries in the
control accounts of the bureau of internal revenue and the necessary
allowance documents prepared. Upon receipt of these schedules the
accounts unit of the bureau of internal revenue shall retain one copy of
form 7777 for its records and forward a copy to the general accounting
office of the comptroller general as a voucher for the collection accounts
of the collector. He shall retain one copy of the schedule of refunds
(form 7777 A) for his records, make the necessary entries upon, and for
ward two copies with the allowance documents to the commissioner for
his approval.
8. Upon approval of schedules of refunds (form 7777 A) the com
missioner will forward such schedules with the allowance documents to the
disbursing clerk of the treasury department.
9. Upon receipt of properly approved schedules and allowance docu
ments, the disbursing clerk shall prepare disbursement checks in the
amounts of the severalnet refundable items in favor of the respective
taxpayers against whose accounts net refundable amounts shall have been
allowed by the commissioner; forward such checks, together with the
certificates of overassessment (which will be transmitted to him) to the
respective taxpayers; retain one copy of this schedule for his record; and
transmit the other copy to the general accounting office of the comptroller
general as a voucher for his disbursement account.
(T. D. 3261—December 20, 1921)
Income tax—Losses.
The losses allowed as deductions under sections 214 (a), (4), (5)
and (6), and 234 (a) (4) of the revenue act of 1921 shall be deducted
as of the taxable year in which sustained. In exceptional circumstances,
however, in order to avoid injustice to the taxpayer and to more clearly
reflect his income the commissioner may permit a loss to be accounted
for as of a year other than the one in which sustained. For example,
an embezzlement or a shipwreck may occur in 1921 but not become known
until 1922 and in such a case income may be more clearly reflected by
accounting for the loss as of 1922 rather than of 1921. If a taxpayer
desires to account for a loss as of a period other than the one in which
actually sustained, he shall attach to his return a statement setting forth
his request for consideration of the case by the commissioner, together
with a complete statement of the facts upon which he relies. However,
in his income-tax return he shall deduct the loss only for the taxable
year in which actually sustained. Upon the audit of the return the com
missioner will decide whether the case is within the exception provided
by the statute; if not within the exception the loss will be allowed only
as of the taxable year in which sustained. The allowance of a deduction
for a loss in a year other than the one in which sustained is entirely
within the discretion of the commissioner and he will consider exercising
this discretion only in exceptional cases. A shrinkage in the value of
the taxpayer’s stock in trade, as reflected in his inventory, is not such a
loss as is contemplated by the provision of the statute authorizing the
commissioner to allow the deduction of a loss for a taxable year other
than the one in which sustained.
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A person possessing securities such as stocks cannot deduct from
gross income any amount claimed as a loss merely on account of the
shrinkage in value of such securities through fluctuation of the market
or otherwise. However, if stock of a corporation becomes worthless its
cost or other basis determined under section 202, may be deducted by the
owner in the taxable year in which the stock became worthless, provided
a satisfactory showing of its worthlessness be made, as in the case of
bad debts. Where banks or other corporations which are subject to
supervision by federal authorities (or by state authorities maintaining
substantially equivalent standards) in obedience to the specific orders or
general policy of such supervisory officers charge off stock as worthless
or write it down to a nominal value, such stock shall, in the absence of
affirmative evidence clearly establishing the contrary, be presumed for
income tax purposes to be worthless.
(T. D. 3262—December 21, 1921)
Income tax—Bad debts
Sections 214 (a) (7) and 234 (a) (5) of the revenue act of 1921
provide that in computing the net income of an individual or corporation
there shall be allowed as a deduction:
Debts ascertained to be worthless and charged off within the taxable
year (or, in the discretion of the commissioner, a reasonable addition to
a reserve for bad debts) ; and, when satisfied that a debt is recoverable
only in part, the commissioner may allow such debt to be charged off in part.
The foregoing provision changes the previous practice in two particulars
—first, by recognizing a reserve for bad debts, and second, allowing a
debt to be charged off in part. Under this provision, bad debts may be
treated in either of two ways—(1) by a deduction from income in respect
of debts ascertained to be worthless in whole or in part, or (2) by a
deduction from income of an addition to a reserve for bad debts. For
the year 1921 taxpayers may, regardless of their previous practice, elect
either of these two methods and will be required to continue the use in
later years of the method so elected unless permission to change to the
other method is granted by the commissioner.
(1) Where all the surrounding and attending circumstances indicate
that the debt is worthless, either wholly or in part, the part thereof
which is worthless and charged off or written down to a nominal amount
on the books of the taxpayer shall be allowed as a reduction in computing
net income. There should accompany the return a statement showing the
propriety of any deduction claimed for bad debts. No deduction shall be
allowed for the part of a debt ascertained to be worthless and charged
off prior to January 1, 1921, unless and until the debt is ascertained to
be totally worthless and is finally charged off or is charged down to a
nominal amount, or the loss is determined in some other manner by a
closed and completed transaction. Before a taxpayer may charge off and
deduct a debt in part, he must ascertain and be able to demonstrate,
with a reasonable degree of certainty, the amount thereof which is
uncollectible. Any amount subsequently received on account of a bad
debt previously charged off in whole or in part, and allowed as a deduction
for income-tax purposes, in excess of the amount not charged off, must
be included in gross income for the taxable year in which received. In
determining whether a debt is worthless in whole or in part the com
missioner will consider all pertinent evidence, including the value of the
collateral, if any, securing the debt and the financial condition of the
debtor. Partial deductions will be allowed with respect to specific debts
only.
(2) Taxpayers who have, prior to 1921, maintained reserve accounts
for bad debts may deduct a reasonable addition to such reserves in lieu
of a deduction for specific bad-debt items. Taxpayers who have not
heretofore maintained such reserve accounts may now elect to do so,
and in such case shall proceed to determine the amount of the reserve
that should reasonably have been set up as at December 31, 1920, (which
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shall not be deducted in computing net income) and, in respect of 1921
and subsequent years, may add a reasonable addition to such reserve and
deduct the amount in computing taxable net income. Where a reserve
account is maintained, debts ascertained to be worthless in whole or in
part should be charged against the reserve and not deducted from income.
That constitutes a reasonable addition to a reserve, for bad debts must
be determined in the light of the facts and will vary as between classes
of business and with conditions of business prosperity. A taxpayer using
the reserve method should make a statement in his return showing the
volume of his charge sales (or other business transactions) for the
year and the percentage of the reserve to such amount, the total amount
of notes and accounts receivable at the beginning and close of the taxable
year, and the amount of the debts which have been ascertained to be
wholly or partially worthless and charged against the reserve account
during the taxable year.
Where banks or other corporations which are subject to supervision
by federal authorities (or by state authorities maintaining substantially
equivalent standards) in obedience to the specific orders, or in accordance
with the general policy of such supervisory officers, charge off debts in
whole or in part such debts shall, in the absence of affirmative evidence
clearly establishing the contrary, be presumed, for income-tax purposes,
to be worthless or recoverable only in part, as the case may be.
Accrued interest may be included as part of the deduction for bad
debts only when it has previously been returned as income.
A taxpayer (other than a dealer in securities) possessing debts evi
denced by bonds or other similar obligations cannot deduct from gross
income any amount merely on account of market fluctuation. Where a
taxpayer ascertains, however, that due, for instance, to the financial
condition of the debtor, or conditions other than market fluctuation, he
will recover upon maturity none or only a part of the debt evidenced
by the bonds or other similar obligations and is able to so demonstrate
to the satisfaction of the commissioner, he may deduct in computing
net income the uncollectible part of the debt evidenced by the bonds or
other similar obligations.
Where mortgaged or pledged property is lawfully sold (whether to
the creditor or other purchaser) for less than the amount of the debt,
and the mortgagee or pledgee ascertains that the. portion of the indebt
edness remaining unsatisfied after such sale is wholly or partially
uncollectible, and charges it off, he may deduct such amount as a bad
debt for the taxable year in which it is ascertained to be wholly or
partially worthless and charged off. Where a taxpayer buys in mortgaged
or pledged property for the amount of the debt, no deduction shall be
allowed for any part of the debt. Gain or loss is realized when the
property bought in is sold or disposed of.
(T. D. 3263—December 21, 1921)
Income tax—Section 250 (f), revenue act of 1921.
Extension of time for payment of deficiency under section 250 (f),
revenue act of 1921.
Section 250 (f) of the revenue act of 1921 contains a special relief
provision which will be in effect for only 18 months after November 23,
1921, the date of the passage of the act. It provides that in the case
of any deficiency in tax revealed on the examination of an income
or profits-tax return (except where the deficiency is due to negligence or
to fraud with intent to evade tax) where it is shown to the satisfaction
of the commissioner that the payment of such deficiency would result in
undue hardship to the taxpayer, the commissioner may, with the approval
of the secretary, extend the time for the payment of such deficiency or
any part thereof for a period not to extend beyond 18 months from
November 23, 1921. Where such an extension is granted there is to be
added as part of the deficiency in lieu of other interest provided by law,
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interest at the rate of two-thirds of 1 per cent. per month from the
time the extension is granted. Where such other interest provided by
law, however, is in excess of two-thirds of 1 per cent. per month the
higher rate will be charged. If the deficiency or any part thereof is
not paid in accordance with the terms of the extension agreement, there
is to be added as part of the deficiency, in lieu of other interest and
penalties provided by law, the sum of 5 per cent. of the deficiency together
with interest on the deficiency at the rate of 1 per cent. per month
from the time it became payable under the terms of the extension agree
ment. The extension will be granted only in case the taxpayer establishes
to the satisfaction of the commissioner that without such extension undue
hardship will result to the taxpayer. The term “undue hardship” means
more than an inconvenience to the taxpayer. It is defined as meaning
that substantial financial loss or sacrifice will result to the taxpayer from
making payments of the deficiency at the due date. This provision of
the statute is applicable only to deficiencies in taxes which have accrued
or may accrue under the revenue act of 1917, the revenue act of 1918,
or the revenue act of 1921, and the deficiency referred to is only such
deficiency in tax as is revealed on the examination of an income or
profits tax return. It has no application to deficiencies in taxes other
than deficiencies in income and profits taxes under the three acts named.
Any application for the extension must be made under oath on form
1127 in accordance with instructions printed thereon and must be accom
panied by evidence showing that undue hardship to the taxpayer would
result if the extension were refused. The extension will not be granted
on a general statement of hardship, but in each case there must be
furnished a statement of the specific facts showing what, if any, financial
loss or sacrifice will result if the extension is not granted. The appli
cation, with the evidence, must be filed with the collector who will at
once transmit it to the commissioner with his recommendations as to the
extension. When it is received by the commissioner it will be examined
and within 30 days either rejected or tentatively approved.
The application should, wherever practicable, contain a certified state
ment of assets and liabilities of the taxpayer. Where the application is
tentatively approved and a bond is required it must be filed with the
collector within 10 days after the notification by the commissioner that
a bond is required. It shall be conditioned for the payment of the
deficiency and applicable penalties, if any, and interest in accordance with
the terms of the extension to be granted and shall be executed by a
surety company holding a certificate of authority from the secretary of
the treasury as an acceptable surety on federal bonds and shall be subject
to the approval of the commissioner. In lieu of such a bond the taxpayer
may file a bond secured by deposit of Liberty bonds or other bonds or
notes of the United States equal in their total par value to the amount
of the deficiency and applicable penalties, if any, and interest, as provided
in section 1329 of the revenue act of 1921.
(T. D. 3264—December 21, 1921)
Income tax—Revenue act of 1916, section 5 (a) (6).
That portion of article 8, designated as paragraphs 98 and 99, of
regulations No. 33 (revised) is amended to read as follows:
Bad debts—Uncollectible deficiency upon sale of mortgaged or pledged
property.—Where mortgaged or pledged property is sold, in the manner
prescribed by law to satisfy the debt secured, for less than the debt, and
the mortgagee or pledgee at that time or thereafter ascertains that the
portion of the indebtedness remaining unsatisfied after such sale is un
collectible, and charges it off, he may deduct such amount as a bad debt
for the taxable year in which it is ascertained to be worthless and charged
off. Accrued interest may be included as part of the deduction only
when it has previously been returned as income.
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(T. D. 3265—December 21, 1921)
Income tax—Revenue act of 1918, section 214 (a) (7).
Article 153 of regulations No. 45 (1920 edition) is amended to read
as follows:
Art. 153. Uncollectible deficiency upon sale of mortgaged or pledged
property.—Where mortgaged or pledged property is sold, in the manner
prescribed by law to satisfy the debt secured, for less than the debt,
and the mortgagee or pledgee at that time or thereafter ascertains that
the portion of the indebtedness remaining unsatisfied after such sale is
uncollectible, and charges it off, he may deduct such amount as a bad
debt for the taxable year in which it is ascertained to be worthless and
charged off. Accrued interest may be included as part of the deduction
only when it has previously been returned as income.
(T. D. 3266—December 21, 1921)
Income tax—Foreign governments.
Exempting the wives and minor children of foreign ambassadors and min
isters and the members of their households from taxation with respect
to income derived from certain sources.
Regulations No. 45 (1920 edition) is hereby amended by amplifying
article 83 as follows:
Art. 83. Income of foreign governments.—The exemption of foreign
governments applies also to their political subdivisions. Any income
collected by foreign governments from investments in the United States
in stocks, bonds, or other domestic securities, which are not actually
owned by but are loaned to such foreign governments, is subject to tax.
The income from investments in the United States in bonds and stocks
and from interest on bank balances received by ambassadors and ministers
accredited to the United States and the fees of foreign consuls, are
exempt from tax but income of such foreign officials from any business
carried on by them in the United States would be taxable. As under
international law, the benefits and immunities of ambassadors and ministers
of foreign countries extend to the members of their households, including
attaches, secretaries, and servants, the foregoing provision is likewise
applicable to the wives and minor children of foreign ambassadors and
ministers and the members of their households. The compensation of
citizens of the United States who are officers or employees of a foreign
government is, however, not exempt from tax.
(T. D. 3267—September 28, 1921)
Estate tax—Act of September 8, 1916—Decision of Supreme Court.
1. Constitutionality of Act.
Title II, act of September 8, 1916, is not unconstitutional as an inter
ference with the rights of the states to regulate descent and distribution
as unequal or as a direct tax not apportioned as the constitution requires.
2. Net Estate Deduction of State Inheritance and Succession Taxes.
State inheritance and succession taxes paid to New York and other
states are not deductible under section 203 as “charges against the estate,”
for the purpose of determining the net estate subject to tax.
The appended decision of the supreme court of the United States,
in the case of New York Trust Co. and Albert W. Pross, as executors
of the will of J. Harsen Purdy, deceased, v. Mark Eisner, affirming the
decision of the United States District Court for the Southern District
of New York (T. D. 2976), is published for the information of internal
revenue officers and others concerned.
Supreme Court of the United States. No. 286. October Term, 1920.
New York Trust Co. and Albert W. Pross, as executors of the will of
J. Harsen Purdy, plaintiffs in error, v. Mark Eisner.
Error to the District Court of the United States for the Southern District
of New York.
[May 16, 1921.]
Mr. Justice Holmes delivered the opinion of the court:
This is a suit brought by the executors of one Purdy to recover an
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estate tax levied under the act of congress of September 8, 1916 (ch. 463,
Title II, sec. 201, 39 Stat, 736, 777), and paid under duress on December
14, 1917. According to the complaint Purdy died leaving a will and codicil
directing that all succession, inheritance and transfer taxes should be paid
out of the residuary estate, which was bequethed to the descendants of
his brother. The value of the residuary estate was $427,414.96, subject
to some administration expenses. The executors had been required to pay
and had paid inheritance and succession taxes to New York ($32,988.97)
and other states ($4,780.91) amounting in all to $37,769.88. The gross
estate as defined in section 202 of the act of congress was $769,799.39;
funeral expenses and expenses of administration, except the above taxes,
$61,322.08; leaving a net value for the payment of legacies, except as
reduced by the taxes of the United States, of $670,707.43. The plaintiffs
were compelled to pay $23,910.77 to the United States, no deduction of
any part of the above mentioned $37,769.88 being allowed. They allege
that the act of congress is unconstitutional, and also that it was mis
construed in not allowing a deduction of state inheritance and succession
taxes as charges within the meaning of section 203. On demurrer the
district court dismissed the suit.
By section 201 of the act, “a tax * * ♦ equal to the following
percentage of the value of the net estate,to be determined as provided
in section 203, is hereby imposed upon the transfer of the net estate
of every decedent dying after the passage of this act.” * * * with
percentages rising from 1 per centum of the amount of the net estate
not in excess of $50,000 to 10 per centum of the amount in excess of
$5,000,000. Section 202 gives the mode of determining the value of the
gross estate. Then, by section 203 it is enacted “That for the purpose of
the tax the value of the net estate shall be determined—(a) In the case
of a resident, by deducting from the value of the gross estate—(1) Such
amounts for funeral expenses, administration expenses, claims against the
estate, unpaid mortgages, losses incurred during the settlement of the
estate arising from fires, storms, shipwreck, or other casualty, and from
theft, when such losses are not compensated for by insurance or otherwise,
support during the settlement of the estate of those dependent upon the
decedent, and such other charges against the estate as are allowed by
the laws of the jurisdiction, whether within or without the United
States, under which the estate is being administered; and (2) an
exemption of $50,000." The tax is to be due in one year after the dece
dent’s death. Section 204: Within 30 days after qualifying the executor
is to give written notice to the collector and later to make return of
the gross estate, deductions allowed, net estate and the tax payable thereon.
Section 205: The executor is to pay the tax. Section 207: The tax is a
lien for two years on the gross estate except such part as is paid out for
allowed charges; section 209, and if not paid within 60 days after it is
due is to be collected by a suit to subject the decedent’s property to be
sold. Section 208: In case of collection from some person other than
the executor, the same section provides for contribution from or marshaling
of persons subject to equal or prior liability, “it being the purpose and
intent of this title that so far as is practicable and unless otherwise
directed by the will of the decedent the tax shall be paid out of the estate
before its distribution.” These provisions are assailed by the plaintiffs
in error as an unconstitutional interference with the rights of the states
to regulate descent and distribution, as unequal and a direct tax not
apportioned as the constitution requires.
The statement of the constitutional objections urged imports on its
face a distinction that, if correct, evidently hitherto has escaped this court.
See United States v. Field (Feb. 28, 1921). It is admitted, as since
Knowlton v. Moore (178 U. S., 41) it has to be, that the United States
has power to tax legacies, but it is said that this tax is cast upon a
transfer while it is being effectuated by the state itself, and therefore
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is an intrusion upon its processes, whereas a legacy tax is not imposed
until the process is complete. An analogy is sought in the difference
between the attempt of a state to tax commerce among the states and
its right after the goods have become mingled with the general stock
in the state. A consideration of the parallel is enough to detect the fallacy.
A tax that was directed solely against goods imported into the state and
that was determined by the fact of importation would be no better after
the goods were at rest in the state than before. It would be as much
an interference with commerce in one case as in the other.—I. M. Darnell
& Son Co. v. Memphis (208 U. S., 113); Welton v. Missouri (91 U. S.,
275). Conversely, if a tax on the property distributed by the laws of a
state, determined by the fact that distribution has been accomplished, is
valid, a tax determined by the fact that distribution is about to begin
is no greater interference and is equally good.
Knowlton v. Moore (178 U. S., 41) dealt, it is true, with a legacy
tax. But the tax was met with the same objection, that it usurped or
interfered with the exercise of state powers, and the answer to the
objection was based upon general considerations and treated the “power
to transmit or the transmission or receipt of property by death” as all
standing on the same footing (178 U. S., 57, 59). After the elaborate
discussion that the subject received in that case we think it unnecessary
to dwell upon matters that in principle were disposed of there. The same
may be said of the argument that the tax is direct and therefore is void
for want of apportionment. It is argued that when the tax is on the
privilege of receiving, the tax is indirect because it may be avoided,
whereas here the tax is inevitable and therefore direct. But that matter
also is disposed of by Knowlton v. Moore, not by an attempt to make
some scientific distinction, which would be at least difficult, but on an
interpretation of language by its traditional use—on the practical and
historical ground that this kind of tax always has been regarded as the
antithesis of a direct tax; “has ever been treated as a duty or excise,
because of the particular occasion which gives rise to its levy” (178 U. S.,
81-83). Upon this point a page of history is worth a volume of logic.
The inequalities charged upon the statute, if there is an intestacy, are
all inequalities in the amounts that beneficiaries might receive in case
of estates of different values, of different proportions between real and
personal estate, and of different numbers of recipients; or if there is
a will affect legatees. As to the inequalities in case of a will they must
be taken to be contemplated by the testator. He knows the law and the
consequences of the disposition that he makes. As to intestate successors
the tax is not imposed upon them but precedes them and the fact that
they may receive less or different sums because of the statute does not
concern the United States.
There remains only the construction of the act. The argument against
its constitutionality is based upon a premise that is unfavorable to the
contention of the plaintiffs in error upon this point. For if the tax
attaches to the estate before distribution—if it is a tax on the right to
transmit, or on the transmission at its beginning, obviously it attaches
to the whole estate except so far as the statute sets a limit. “Charges
against the estate” as pointed out by the court below are only charges
that affect the estate as a whole, and therefore do not include taxes on
the right of individual beneficiaries. This reasoning excludes not only
the New York succession tax but those paid to other states, which can
stand no better than that paid in New York. What amount New York
may take as the basis of taxation and questions of priority between the
United States and the state are not open in this case. Decree affirmed.
Edwin S. Doubleday announces that Herbert G. Farquhar and Edwin
C. Doubleday are now associated with him as members of the firm of
Doubleday, Farquhar & Doubleday, with offices at 293 Bridge street,
Springfield, Massachusetts.
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(Note—The fact that these solutions appear in The Journal of
Accountancy should not lead the reader to assume that they are the official
solutions of the American Institute of Accountants. They merely represent
the personal opinion of the editor of the Students' Department.)
AMERICAN INSTITUTE OF ACCOUNTANTS
EXAMINATION IN ACCOUNTING THEORY AND PRACTICE
Part II
November 16, 1921, 1 P.M. to 6 P.M.
Answer all of the following questions:

1. Companies A, B and C were all organized during the year 1918,
A and B being engaged in manufacturing while C acted as selling agent for
B at a distant point. The capital stock of C is owned entirely by B, having
been acquired at the organization of C and paid for in cash at par. The
capital stock of A and B is owned entirely by John Roe, Richard Roe and
Mary Roe in equal proportions (one-third in each company). No dividends
were paid by either of the three companies during 1920. It may be assumed
that the miscellaneous investments shown on the balance-sheet of the one
company and the gross assets of all three corporations remained the same
during the year 1920.
Below are shown the balance-sheets of the three companies as at De
cember 31, 1919:
Balance-sheet—Company A—December 31, 1919
Assets
Liabilities
Capital assets:
Capital stock .................. $150,000.00
Real estate, buildings
and machinery (less
Current liabilities:
reserve for deprecia
Notes and accounts pay
able ....................... 50,000.00
tion) ...................... $100,000.00

Current assets:
Inventory of raw and
finished materials ... 50,000.00
Accounts receivable ... 15,000.00
Cash ............................. 10,000.00
Liberty bonds (fourth
4¼s) .................... 50,000.00

Surplus ...........................

30,000.00

Deferred charges:
Prepaid insurance and
taxes .....................
5,000.00

$280,000.00
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Balance-sheet—Company B—December 31, 1919
Assets
Liabilities
Capital assets:
Capital stock ...................$250,000.00
Real estate, buildings
and machinery (less
Current liabilities:
reserve for depreciaNotes payable ............. 50,000.00
tion) ......................... $200,000.00
Accounts payable........ 10,000.00

Current assets:
Inventory of raw and
finished materials ... 75,000.00
Accounts receivable ... 15,000.00
Cash ............................. 5,000.00

Surplus ...........................

65,000.00

Investments:
In Company C (at cost) 25,000.00
Miscellaneous stocks
(domestic) .......... 50,000.00
Deferred charges:
Prepaid insurance and
taxes......................
5,000.00
$375,000.00

$375,000.00

Balance-sheet—Company C—December 31, 1919
Assets
Liabilities
Current assets:
Capital stock .................. $25,000.00
Inventory ...................... $35,000.00
Cash ............................
9,500.00 Current liabilities:
Accounts payable (to
Deferred charges:
Company B) ........... 10,000.00
Prepaid taxes..............
500.00
Miscellaneous..............
5,000.00
Surplus ...........................
5,000.00

$45,000.00

$45,000.00
The net income for
as follows:
Company
“
“

the year 1920, carried to surplus (per books) was

A.........................................
B..........................................
C.........................................

$20,000.00
25,000.00
5,000.00

$50,000.00
The following items appear in the respective profit-and-loss accounts
for the year 1920:
Co. A
Co. B
Co. C
Income and profits taxes paid for 1919 .. .$1,500.00
$2,000.00
Interest accrued on Liberty bonds........... 2,125,00
Interest paid on indebtedness incurred to
carry Liberty bonds............................. 3,000.00
Capital additions charged to profit-and-loss 1,000.00
750.00
Dividends received from miscellaneous in
vestments ..............................................
3,000.00
Prepare balance-sheet as at December 31, 1919, for tax purposes, and
also statements showing (1) the determination of the net taxable income
of the group, (2) calculation of invested capital and (3) calculation of
income and profits taxes payable by the group for the year 1920.
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ASSETS
160,000.00

$24,500.00
20,000.00
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$425,000.00
100,000.00

400,000.00
100,000.00

$615,000.00

Total capital stock ....................
Surplus .................................................

Total liabilities andcapital ...........

$650,000.00

150,000.00
150,000.00
250,000.00
25,000.00

65,000.00

250,000.00

$60,000.00

$230,000.00 $375,000.00

30,000.00

$50,000.00

$650,000.00 $230,000.00 $375,000.00

$115,000.00
10,000.00

$615,000.00

5,000.00

50,000.00
25,000.00

5,000.00
10,000.00
75,000.00

200,000.00

5,000.00

50,000.00

50,000.00

15,000.00

100,000.00

10,500.00

50,000.00
50,000.00
25,000.00

20,000.00
10,000.00
160,000.00

300,000.00

25,000.00

$10,000.00

$45,000.00

5,000.00

25,000.00

10,000.00

$ 5,000.00

$45,000.00

500.00

35,000.00

$ 24,500,00 $ 10,000.00 $ 5,000.00 $ 9,500.00

Inter-company
eliminations
Combined balance
Dr.
Cr.
sheet
A Company B Company C Company

1919

Notes and accounts payable:
Trade ................................................ $115,000.00
Other, C to B
.........................
$10,000.00
Capital stock, outstanding :
A Company .....................................
150,000.00
B Company ......................................
250,000.00
C Company ......................................
25,000.00

LIABILITIES

Total assets ..................................

assets:
Prepaid insurance and taxes ...........
10,500.00
Fixed assets :
Real estate, buildings and machinery,
less reserve for depreciation .... 300,000.00

Investments:
Liberty bonds (fourth 4¼ s) ...............
50,000.00
Miscellaneous stocks and bonds ....
50,000.00
Stock of C Company .........................

Cash ......................................................
Trade accounts and notes receivable ..
Other accts. receivable (B ’s acct. with C)
Inventories ...........................................

Consolidated
balance-sheet

Companies A, B and C

CONSOLIDATED BALANCE-SHEET DECEMBER 31,
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DETERMINATION OF NET TAXABLE INCOME
YEAR ENDED DECEMBER 31, 1920
Companies A, B and C
Combined Company A Company B Company C
Net profits as per books....... $50,000.00 $20,000.00 $25,000.00 $5,000.00
Add non-deductible expenses:
Income and profits tax 1919 3,500.00
1,500.00
2,000.00
Capital additions charged to
profit and loss ............. 1,750.00
1,000.00
750.00 ________
’$55,250.00 $22,500.00 $27,750.00 $5,000.00~
Deduct income not subject to
taxation:
Interest accrued on Liberty
bonds ............................ $2,125.00 $2,125.00
Dividends received from
miscellaneous stocks .... 3,000.00
3,000.00
Total deductions ................... $5,125.00 $2,125.00
$3,000.00
Net income subject to taxation $50,125.00 $20,375.00 $24,750.00 $5,000.00
Note—Interest on indebtedness incurred to carry Liberty bonds is
deductible for tax purposes.

CALCULATION OF INVESTED CAPITAL FROM
CONSOLIDATED BALANCE-SHEET
Companies A, B and C
Capital stock, paid up and outstanding at December 31, 1919.. $400,000.00
Earned surplus and undivided profits, December 31, 1919.........
100,000.00
Total of above....................................................................... $500,000.00
Less deduction for inadmissible assets, as per calculation
below . . . . ............................................................................
47,619.00
Invested capital for excess-profits tax purposes .................... $452,381.00
Calculation of Inadmissible Assets
Dec. 31,1919 Dec. 31,1920
Total
Average
Inadmissible assets....... $ 50,000.00 $ 50,000.00 $100,000.00 $ 50,000.00
Admissible assets .........
450,000.00 500,000.00 950,000.00 475,000.00
Average of inadmissible and admissible assets ......................... $525,000.00
Average inadmissible to average inadmissible and admissible..
9.5238%
9.5238% of $500,000.00 of invested capital, which is
the amount deductible as inadmissible, equals $ 47,619.00

CALCULATION OF
INCOME AND PROFITS TAXES PAYABLE BY GROUP
YEAR ENDED DECEMBER 31, 1920
Companies A, B and C
Invested capital ............................................................................. $452,381.00
Excess-profits credit:
8% of invested capital ............................. $ 36,190.48
Specific credit ..................................................
3,000.00
$ 39,190.48
Excess-profits tax
*Net taxable income ......................................
50,125.00
Subject to taxation @20%.................................... $ 10,934.52
Excess-profits tax 20% .........................................
$ 2,186.90
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Exemptions from income tax
Excess-profits tax ....................................
Specific exemption ....................................

Net taxable income ................................................

Subject to income tax.............................................
Income tax 10% ....... . ...................................

2,186.90
2,000.00

$ 4,186.90
50,125.00
$ 45,938.10
4,593.81

Total income and profits tax .......................
$ 6,780.71
*Note—As $50,125.00 is less than 20% of invested capital the net
income is all subject to taxation in the 20% bracket.
2. A (a silk mill in New Jersey), B (salesman representing C) and
C (commercial bankers in New York) entered into an agreement to
manufacture and sell a number of pieces of special quality silk, each to
share one-third of the profit of the venture.
C was to furnish the raw material, pay the dyeing and finishing bills
and (having control of the sales) to deduct from the accounts of sales
certain percentages for discount and commission and charge interest on
advances. A was to weave the materials and charge the woven goods
at cost. The difference between the value of the raw material and the
woven goods (manipulation) was also to be paid by C. All woven goods
were to be transferred immediately upon completion to C (New York).
There was no work in process at end of year.
It was desired to know the result of the venture as at June 30, 1921,
the record of transactions relative thereto at that date being as follows:
Raw silk purchased by C and sent to mill (A) ........................... $51,814.65
Weaving (manipulation) ..............................................................
14,201.28
(of which $12,811.31 has been paid by C to A)
Dyeing and finishing bills paid by C ...........................................
6,245.58
Shipments of finished goods from mill A to New York (C) ... 59,447.82
Sales (gross), finished product, by New York (C) ....................
58,659.24
Interest on advances—charged by C.............................................
1,338.16
Discount on sales—charged by C ................................................
3,500.39
Commission and guarantee—charged by C..................................
4,122.52
Amount paid by C to A on account of anticipated profit.........
1,900.00
Value of raw material, etc., at mill—June 30, 1921 ....................
9,476.99
Value of finished goods in New York—June 30, 1921 ................
24,746.59
From the foregoing, prepare manufacturing account, trading and profitand-loss accounts and the accounts of A, B and C, respectively.
Solution. A serious difficulty arises in solving this problem due to the
inability to account for the figure $59,447.82, the billed price of the ship
ments from the mill to New York. A was supposed to bill the goods
at cost, but this figure does not reconcile with the cost. Before a course
of action can be decided upon, it is necessary to determine whether cost
is supposed to include raw material and manipulation, or raw material,
manipulation and dyeing and finishing.
If the dyeing and finishing are not to be included in the cost at which
A bills the goods, the cost will include:
Raw material sent to mill .............................................. $51,814.65
Less inventory at June 30, 1921 .............................
9,476.99
Raw material used ........................................................... $42,337.66
Weaving (manipulation) ................................................
14,201.28
Total ........................................................................... $56,538.94
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A billed these goods at ..................................................
Their cost was .................................................................

$59,447.82
56,538.94

Hence there was an over-billing of ..............................

$ 2,908.88

If, on the other hand, A’s billing price is to include the cost of
materials, manipulation, dyeing and finishing, the billed price should have
been made up as follows:
Raw material and manipulation (as above) ................
Dyeing and finishing .......................................................

$56,538.94
6,245.58

Total....... ....................................................................

$62,784.52

If the goods cost ..............................................................
and were billed by A at ................................................

$62,784.52
59,447.82

there was an under-billing of.........................................

$ 3,336.70

The evidence in the problem as to what costs should be included in
A’s billing price is conflicting. In one place the problem states that
A was to weave the materials and charge the woven goods at cost;
this would seem to eliminate the dyeing and finishing. But in another
place the problem refers to the shipments of finished goods from mill A
to New York; if the goods were finished when they were shipped from A
to New York, their cost must have included the dyeing and finishing bills.
This solution will therefore proceed on the assumption that costs of
$62,784.52 had been incurred before the goods were shipped to New York,
and that A’s billed price of $59,447.82 involved an under-billing of $3,336.70.
A, B and C—Joint Venture
Statement of Cost of Goods Manufactured
From------- to June 30, 1921
Raw material purchased ................................................ $51,814.65
Less raw material inventory, June 30, 1921 .............
9,476.99
Raw material used ...........................................................
Weaving (manipulation) ................................................
Dyeing and finishing .......................................................

$42,337.66
14,201.28
6,245.58

Total manufacturing cost .........................................

$62,784.52

Presumably the inventory of finished goods in New York at June 30,
1921, is valued at the price used by A in billing. Since this price was
less than cost, the inventory is under-stated. The inventory should be
re-stated at cost, the following method being used in the absence of
information which will permit any other mode of re-statement:
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62,784.52
$24,746.59 X---------- = $26,135.57, cost of inventory of finished goods
59,447.82

A, B and C—Joint Venture
Profit-and-Loss Statement
From ------------- to June 30, 1921
Sales ................................................................................................ $58,659.24
Less cost of goods sold:
Cost of goods manufactured........................... $62,784.52
Less inventory of finished goods, June 30, 1921.. 26,135.57 36,648.95
Gross profit on sales ..................................................
$22,010.29
Deduct:
Interest on advances ....................................... $ 1,338.16
Discount on sales ..................................................
3,500.39
Commission and guarantee ..................................
4,122.52
8,961.07
Net profit ($4,349.74 to each) ..................................

$13,049.22

Joint-venture Account
Raw silk ....................(C)$51,814.65 Sales .......................... (C)$58,659.24
Weaving ....................(A) 14,201.28 Raw material inv. June 30 9,476.99
Dyeing and finishing.. (C) 6,245.58 Finished goods inv. June 30 26,135.57
Interest on advances.. (C) 1,338.16
Discounts on sales....(C) 3,500.39
Commiss’n & guarantee (C) 4,122.52
Net profit:
A............. $4,349.74
B ............. 4,349.74
C ............. 4,349.74 13,049.22
$94,271.80

$94,271.80
Raw material inventory . .$ 9,476.99
Finished goods inventory. 26,135.57

A’s Account

Cash from C for
weaving .................. (C)$12,811.31
Advance from C on
profits ................ (C) 1,900.00
Balance ............................. 3,839.71

Weaving ............................$14,201.28
Net profit .......................... 4,349.74

$18,551.02

$18,551.02
Balance—down ................ $ 3,839.71
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B’s Account
Net profit ..........................$ 4,349.74

C’s Account
Sales ................................ $58,659.24 Raw silk .......................... $51,814.65
Balance ............................ 27,423.11 Cash to A for weaving .. 12,811.31
Dyeing and finishing .... 6,245.58
Interest on advances .... 1,338.16
Discount on sales............. 3,500.39
Commission and guarantee 4,122.52
Advance to A on profits.. 1,900.00
Net profit ......................... 4,349.74
$86,082.35

$86,082.35
Balance—down ................ $27,423.11

The billed price of the goods shipped from A to New York does not
appear in the accounts, because in a joint venture the shipment of goods
from one participant to another is merely a transfer of the goods from
one location to another without any change in the possession. The billed
price is merely a memorandum.

3. The M. & N. Piano Company, manufacturing various styles of
pianos but keeping no established cost records, desires to know the basic
unit cost of the instruments manufactured during the year.
The company furnishes the following data, which are verified from
sundry bills and other records :
Number
Additional cost
Style
manufactured
per instrument
A .............................. 166
$ .00
B ............................... 212
.15
C .............................. 267
.45
D .............................. 177
.80
E .............................. 148
.85
F ..............................
56
.90
G ..............................
92
5.68
H ..............................
30
1.20
J .............................. 242
2.04
K ..............................
93
2.44
L ..............................
94
4.39
M ..............................
96
5.51
S ..............................
73
17.66
X (Player) ............. 786
84.31

2,532
The total cost of production for the year, as shown by the manufac
turing account, was $270,344.85.
The basic unit cost for the year preceding was $82.29437; for the
current year it is expected to be considerably less.
(a) Prepare the statements required, explaining in addition how you
would determine the total cost of each style, and submit your conclusions
in a formal report to the company.
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(b)How would you value finished units, say, for illustration, style G,
in the inventory for balance-sheet purposes at the end of the year?

Solution. Gentlemen: In compliance with your request we have pre
pared the following statement of additional costs for the various classes
of instruments which you manufacture, as well as a computation of the
basic unit cost of the instruments manufactured during the year, based
on the data furnished.
The M and N Piano Company
Statement of Additional Costs and Basic Unit Cost
Instruments Manufactured During the Year Ending-------Number
Additional cost
Total
per instrument
additional cost
Style
manufactured
$ .00
A ............ ... 166
$ 31.80
B .............. ... 212
.15
.45
120.15
C .............. ... 267
.80
141.60
D .............. ... 177
125.80
.85
E .............. ... 148
.90
50.40
F .............. ... 56
522.56
5.68
G .............. ... 92
1.20
36.00
H.............. ... 30
2.04
493.68
J .............. ... 242
2.44
226.92
K .............. ... 93
4.39
412.66
L .............. ... 94
5.51
528.96
M ............ ... 96
1,289.18
17.66
S .............. ... 73
66,267.66
84.31
X (Player) .. 786

Total .............. 2,532

$70,247.37

Total cost of production for the year.............
Deduct additional costs (as above) ..............

$270,344.85
70,247.37

Total basic cost of 2,532 instruments.............

$200,097.48

$200,097.48 ÷ 2,532 = $79.02744 Basic cost per instrument.

The total cost for each style may be computed by adding the basic cost
and the additional cost, as in the following illustration, based on style G:
Basic cost .....................................................
Additional cost ..............................................

$

79.02744
5.68

Total unit cost ......................................... $
Multiply by number of units manufactured..

84.70744
92

Total cost of 92 instruments manufactured $7,793.08448
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In determining the cost of the instruments in the inventory, the sum
of the basic cost and additional cost for each style should be multiplied
by the number of instruments in the inventory.
There is considerable doubt as to whether this method of ascertaining
costs results in an accurate distribution of costs among the various styles.
It is probable that the additional costs represent extra and special parts
which require labor in installation, as well as extra labor in the finishing
of certain styles. If extra labor is expended on certain style a portion of
the factory overhead should be allocated to this labor; unless the addi
tional costs as furnished to us include a portion of the overhead it is
apparent that the additional costs are under-stated and consequently the
basic cost is over-stated.
In other words, the additional costs cannot be accurately computed
without some kind of a cost system to distribute the factory overhead,
and if a cost system is operated to allocate overhead to the additional costs
it should furnish the information to allocate overhead to the basic costs.
While the method adopted results in a distribution of the total manu
facturing cost over the total output, there is no certainty that it results
in an accurate distribution of cost to each style. This is a common fault
with costs which are based on an assumption rather than on known facts.
It is recommended that a cost system of the specific order type be
installed, with provision for recording costs by departments and operations,
and that the instruments of each style be manufactured on lot orders for
definite numbers. In this manner, the cost of each style and of each
piano can be definitely ascertained and no uncertainty will exist in regard
to the costs of manufacture and the value of inventories.
Yours very truly,
4. What are the main purposes and advantages of modern cost
accounting?
Solution. The objects of a modern cost accounting system are:
(a) To determine unit costs as a guide in fixing selling prices.
(b) To furnish managerial information as to profitable and unprofit
able lines.
(c) To maintain perpetual inventories of raw material, work in process
and finished goods. With such perpetual inventories, it is possible
(d) To exercise control over materials and products so that none may
be used wastefully or for purposes other than those intended by
the management; and it is also possible
(e) To prepare profit-and-loss statements and balance-sheets at frequent
intervals without the expense and delay of taking physical inven
tories. The frequent preparation of profit-and-loss statements
and balance-sheets makes it possible
(f) To ascertain the progress and financial condition of the business at
frequent intervals thereby aiding the management in the direction
of the policies of the company.
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(g) To secure records of labor, material and overhead by which ex
cessive or unusual costs may be located, so that steps can be
taken to keep them within a proper limit.
(h) To establish normal or standard costs which may be used as a
basis of comparison, and for the valuation of inventories when
abnormal conditions exist.

5. The federal government permits a real-estate company receiving
the proceeds of the sale of its land in instalments to report its income on
the basis of instalments received and to take credit for that proportion
of the cost of sales which the instalments paid bear to the total selling price.
What method would you suggest for recording the unreported income
and cost?
Solution. To illustrate a method for recording the profit on real
estate instalment sales, it will be assumed that a lot costing $1,200.00 is
sold for $1,800.00, with a down payment of $150.00, the balance to be paid
in monthly instalments of $50.00, long end interest at 6% per annum to
be deducted from each monthly payment, the balance to be applied on
the principal.
At the date of sale, the following entry should be made:
Contracts receivable (John Smith) ....................... $1,800.00
Cost of sales.........................................................
$1,200.00
Deferred profit on instalment sales ....................
600.00
To record sale (data as to terms, etc.).
The credit to cost of sales is an offset to the property account.
All collections on the unpaid principal represent a return of cost to the
extent of two-thirds of the collection, and profit to the extent of one-third.
Special columns should be provided in the cash book, and entries made
as indicated below. These entries record the initial payment and the
first three monthly instalments.
Cash Receipts

Interest
John
John
John
John

Smith
Smith
Smith
Smith

.......
....... .......
....... .......
....... .......

$8.25
8.04
7.83

Cost
$100.00
27.83
27.97
28.11

Profit
$50.00
13.92
13.99
14.06

Cash
$150.90
50.00
50.00
50.00

The entries are posted to John Smith’s account in the subsidiary ledger
as indicated below. The total of the interest column is posted to the
credit of interest earned. The totals of the cost and profit columns are
posted to the credit of the controlling account with contracts receivable.
The total of the profit column is also used for a monthly journal entry
debiting deferred profit on instalment sales and crediting profit realized on
instalment sales.
Following are the money columns which may be used in the subsidiary
accounts receivable ledger to furnish detailed information:
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$1,800.00
$8.25
8.04
7.83

$100.00
27.83
27.97
28.11
$50.00
13.92
13.99
14.06

$150.00
50.00
50.00
50.00

$1,200.00
1,100.00
1,072.17
1,044.20
1,016.09

$600.00
550.00
536.08
522.09
508.03

$1,800.00
1,650.00
1,608.25
1,566.29
1,524.12

The controlling account with contracts receivable will control the total balance columns of the subsidiary ledger,
and the deferred profit on instalment sales account will control the profit balance columns in the subsidiary ledger.
The amounts taken up to earnings during a year will agree with the total of the year’s entries in the profit credit column.

$600.00

___________Debits___________
_____________ Credits______________
Balance____________
Profit
Total
Interest Cost___ Profit
Total__________ Cost______ Profit
Total

$1,200.00

Cost

J ohn S mith
Students’ Department
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6. A corporation has a number of investments in stocks and bonds which
are listed and have a definite market price from day to day. It carries
them at their cost prices in the ledger and wishes to retain these cost
prices and, at the same time, to have them shown in the monthly
balance-sheet at the market prices.
State a convenient method of doing this without changing the cost
values in the ledger.
Solution. It should be noted that the question does not call for a
discussion of the propriety of showing the investments on the balance-sheet
at market value, regardless of the nature of the investments. The desired
result may be accomplished by setting up an account called unrealized
market fluctuations in investments. This account can be debited when the
market advances and a debit balance will be added to the cost of the
investments on the balance-sheet. The account will be credited when the
market declines, and a credit balance will be deducted from the cost on
the balance-sheet
Whether the offsetting credits and debits should be made in profitand-loss account, surplus or a reserve will depend on whether the invest
ments are merchandise, temporary investments or permanent investments.
Consolidated Balance-sheet with Minority Interest
Editor, Students’ Department:
Sir: If you can conveniently do so, will you let us have the benefit
of your opinion on the following questions in connection with the prep
aration of a consolidated balance-sheet?
Assume that it is desired to consolidate the balance-sheets of a parent
company and its subsidiaries, and that the parent company owns only a
controlling interest in the several subsidiary companies. Which of the
two methods shown below is considered the better practice? If one is
preferred over the other can you let me have the principal reasons for
the preference?
1. Take 100% of the assets and liabilities of the subsidiary companies
into the consolidated balance-sheet and set up a liability to cover capital
stock and surplus owned by the minority interest. (Adjustments for
intercompany transactions would of course also be made.)
2. Take only that percentage of the assets and liabilities of the sub
sidiary companies owned by the parent company, adjust these assets and
liabilities by the parent company’s portion of intercompany transactions,
and consolidate these adjusted assets and liabilities. The resulting con
solidated balance-sheet will then represent the parent company’s portion
of the assets and liabilities of the subsidiaries.
Would either of these consolidated balance-sheets be acceptable to a
banker or would he require the supporting detail balance-sheets? There
may be another and better method than the two outlined, and if so, will
you outline same?
I have been unable to find a full discussion on this subject which sets
forth the merits of the several methods which might be employed in
preparing a consolidated balance-sheet and as this is a subject which is
possibly of interest to a great many, the thought has occurred to me that
a series of articles on the subject appearing in some magazine might be
worth while.
Thanking you for any information which you may give me on this
subject, I am
Yours very truly,
A. B. E.
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If the holding company owns only a bare controlling interest, it may
be better not to prepare a consolidated balance-sheet at all but to show
in the holding company’s balance-sheet an item investment in stock of
Company B.
The theory of the consolidated balance-sheet is that the holding com
pany, from a practical viewpoint, virtually owns the assets of the company
whose stock it owns and controls. If there is a minority interest the
theory is that it owns the assets subject to the rights of the minority.
Therefore it is customary, and I think preferable, to take up all of the
assets and liabilities of the subsidiary and show the minority interest in
the capital stock and surplus of the subsidiary as a capital liability. If
only the holding company’s proportion of the subsidiary’s assets and lia
bilities were taken up, the true condition would not be shown because
it would appear that the holding company actually owned the assets and
owed the liabilities taken up. The facts are that the holding company
does not own the assets nor owe the liabilities, but has an undivided
interest in the net assets of the subsidiary, and this undivided interest
cannot be dissociated from nor shown apart from the interest of the
minority stockholders if all of the facts are to be apparent.
A bank would probably not be satisfied with a consolidated balancesheet alone if it is contemplating extending credit to the holding company.
It would probably want a balance-sheet of the holding company, supported
by a balance-sheet of the subsidiary to give evidence as to the value of
the investment account appearing in the holding company’s balance-sheet.
The bank is really dependent upon the current assets of the holding com
pany if it loans money to the holding company.
Stock in Treasury and in Sinking Fund
Editor, Students' Department:
Sir: The writer will greatly appreciate your kindness if you will
answer the following questions:
1 (a). When a corporation purchases its own capital stock in the open
market at a price less than par value, to be held in its treasury, is it
entirely proper to bring the stock up to par on the books by journal
entry, and credit “discount on preferred stock”?
(b) If such an entry is made, should the latter account be transferred
to surplus or should it remain open on the books?
2 . If the above stock is purchased by a trustee in the open market
below par, for a sinking fund, and held by him until the entire issue is
purchased, the dividends on which are to be placed to the credit of the
sinking fund, what entry should be made in reference to the discount,
and when?
Yours very truly,
E. C. D.

Treasury stock should be carried at par, and in order to put it on
the books at par it is necessary to make a credit entry for the discount.
Before the purchase of the stock, the capital of the company included the
face of the stock, and the purchase of the stock reduces the capital by
only the amount paid for it. The discount remains capital since it is
not paid back to the stockholders; but, since it can no longer be reflected
in the capital stock account, it should be reflected in the surplus. However,
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general surplus should not be credited since there is no operating profit
in the transaction, and there is an increasing tendency to credit only
operating profits to surplus. The discount may be left in the discount-onstock-retired account, or it may be credited to capital surplus.
I presume that the sinking fund referred to is for the retirement of
the stock itself, although so-called sinking funds for stock retirement are
usually not conducted in this way. When a sinking fund is established
for the retirement of the bonds, it is customary to hold the bonds alive
in the fund and pay interest on them to the trustees of the fund. But
when stock is to be retired by means of a fund, it is customary to cancel
the stock at once instead of holding it in the fund and paying dividends
on it
Since the stock is not to be reissued but held in the fund until all
has been retired, it ought to be shown in the fund at par. On the balancesheet, the total stock will appear on the liability side, and the fund will
appear on the asset side or as a deduction from the total issue. In order
to show how much stock is still outstanding, the fund account should show
the stock at par, so that the deduction of the stock in the fund from the
total issue will show the par of the stock not yet acquired.
The fund will probably contain stock and cash. For that reason it
would be preferable to show the fund on the asset side of the balancesheet, as the cash in the fund is not a true deduction from the authorized
issue of stock. The discount on the purchase of the stock may be treated
the same way as discount on treasury stock acquired.
Instalment Subscriptions
Editor, Students' Department:
Sir : Answers to the following questions published through your Journal
will be greatly appreciated by the undersigned:
(1) A corporation has an authorized capital stock of 10,000 shares,
common, par value $100.00 each share. Subscriptions are received for
the entire amount on the following terms: 20% in cash and the balance
in four equal instalments, due in 30, 60, 90 and 120 days respectively.
All of the subscribers paid the initial cash payment and the first instal
ment as per agreement. When the second instalment is due, subscribers
for 200 shares of stock default in payment. When the third instalment
is due, subscribers to 120 shares default in addition to those already in
default. Subscribers to 50 shares who defaulted on the second instalment
pay the second and third instalments and are reinstated. When the fourth
instalment is due subscribers to 30 shares default in addition to those
already in default.
The terms of the sale stated that where default occurred in meeting
instalments the amounts already paid in would be forfeited, subject to
redemption and reinstatement in 31 days.
Required: All journal entries on books of the corporation.
(2) Please give journal entries for the following transactions:
(a) Sale of 10,000 shares of capital stock (common) value $100 at 110.
(b) Purchase of 5,000 shares of common stock by the above issuing
corporation at 80. (Par value 100.)
(c) Cancelation and reduction of 1,000 shares purchased in (b) assum
ing it is legal.
(d) Sale of 1,000 shares purchased in (b) at 85, and 1,000 shares at 102.
(e) Sale of 5,000 shares preferred stock at 100 par, giving one share
of stock purchased in (b) with each 5 shares of preferred sold.
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(f) Payment of stock dividend of $60,000 in treasury stock purchased
in (b) assuming a surplus of over $100,000.
Thanking you for your courtesy, I am
Respectfully,
Washington, D. C.
Theo. Edelschein.
(1)
Subscriptions ...........................................................$1,000,000.00
Capital stock ................................................
$1,000,000.00
To record the subscription to 10,000 shares of a
par value of $100.00. Subscriptions payable in
instalments as indicated in the following entry.

Cash .........................................................................
Call No. 1 (Due in 30days) ...............................
Call No. 2 (Due in 60days) ................................
Call No. 3 (Due in 90days) ...............................
Call No. 4 (Due in 120days) ...............................
Subscriptions ................................................
To record the instalments in which subscrip
tions are payable.

200,000.00
200,000.00
200,000.00
200,000.00
200,000.00

Cash .........................................................................
Call No. 1 ......................................................
To record the collection in full of the first
instalment.

200,000.00

Cash .........................................................................
Call No. 2 ....................................................
To record collection of second instalment on
9,800 shares. Second instalment in default on
200 shares.

196,000.00

Cash .........................................................................
Call No. 3 ....................................................
To record collection of third instalment
as follows:
Shares not in default after second call 9,800
Less defaults on third call ..................
120

193,600.00

Shares not defaulted .............................

200,000.00

196,000.00

193,600.00

9,680

Cash .........................................................................
Call No. 2 ....................................................
Call No. 3 ....................................................
To record collections on fifty shares in default
since second call.
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Unsubscribed stock ................................................
Call No. 2 ....................................................
Call No. 3 ....................................................
Call No. 4 ...................................................
Capital surplus ............................................
To record cancelation and forfeiture of sub
scriptions defaulted on second call and not re
instated after third call.
Shares defaulted at second call ...........
200
Shares reinstated at third call ..............
50
Shares forfeited ....................................

15,000.00

3,000.00
3,000.00
3,000.00
6,000.00

150

Capital surplus credited with $40.00 per share
paid in.

Cash .........................................................................
Call No. 4.....................................................
To record collection of call as follows:
Total shares originally subscribed....... 10,000
Shares defaulted at second call.... 200
Less shares reinstated .................... 50

Shares forfeited on second call.............

150

Balance ....................................................
Shares defaulted at third call ..............

9,850
120

Balance ...................................................
Shares defaulted at fourth call .........

9,730
30

Shares paying fourth call ......................

9,700

Unsubscribed stock ................................................
Call No. 3 ....................................................
Call No. 4 ....................................................
Capital surplus .............................................
To record cancelation and forfeiture of sub
scriptions to 120 shares defaulted on third call.
If the subscribers to the thirty shares defaulting
not pay within thirty-one days, the following entry
Unsubscribed stock ................................................
Call No. 4 ...................................................
Capital surplus ............................................
To record cancelation and forfeiture of sub
scriptions to 30 shares defaulted on fourth call.
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(2)
(a) Subscriptions—common ................................... $1,100,000.00
Capital stock—common .........................
$1,000,000.00
Premium on stock ................................
100,000.00
To record subscription to 10,000 shares of
a par value of $100. Subscriptions at 110.
Cash .............................................................. 1,100,000.00
Subscriptions—common .........................
1,100,000.00
To record collection of subscriptions in full.
(b) Treasury stock ................................................
500,000.00
Cash .........................................................
400,000.00
Contingent profit on treasury stock ....
100,000.00
To record the purchase of 5,000 shares at 80.
It will be noticed that the treasury stock is placed on the books at par
and the discount is credited to a contingent profit or reserve account
where it will remain until subsequent transactions disclose whether the
profit will actually be realized by cancelation of the stock or by disposing
of it at more than 80.
(c) Capital stock ................................................... $100,000.00
Treasury stock.........................................
$100,000.00
To record the cancelation of 1,000 shares
of treasury stock.

Contingent profit on treasury stock .............
Capital surplus ...................................
To transfer to capital surplus the discount
of 20% on the treasury stock canceled.

20,000.00

(d) Cash ................................................................
Contingent profit on treasury stock ...........
Treasury stock .......................................
Capital surplus .......................................
To record the sale of 1,000 shares of treas
ury stock at 85.

85,000.00
20,000.00

Cash ................................................................
Contingent profit on treasury stock .............
Treasury stock ......................................
Capital surplus .......................................
To record the sale of 1,000 shares of treas
ury stock at 102.

102,000.00
20,000.00

(e) Cash .................................................................
Capital stock—preferred .......................
To record the sales of 5,000 shares of pre
ferred stock at par.

500,000.00
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Contingent profit on treasury stock ...........
Bonus to preferred stockholders ................
Treasury stock .......................................
To record the bonus of one share of
treasury stock to each purchaser of five
shares of preferred stock.

20,000.00
80,000.00

(f) Surplus ............................................................
Contingent profit on treasury stock .............
Treasury stock .......................................
To record the payment of a dividend in
treasury stock of a par value of $60,000.00
and a cost of $48,000.00.

48,000.00
12,000.00

100,000.00

60,000.00

Administrative and Selling Expenses of a Factory

Editor, Students’ Department:
Sir: Kindly advise me which case is correct—identified as Case No. 1
and No. 2.
Case No. 1.
Some manufacturing concerns when distributing overhead expenses, con
sider the sum of factory overhead, administrative expenses and selling expenses
as overhead expenses; in other words all expenses, other than interest
and discount, are added to work in process. This of course increases the
percentage to be used in distributing overhead expenses over the product,
and also increases the value on the books for work in process. At the
end of the year when work in process is inventoried, the percentage of
overhead for the year is used (which includes factory overhead, adminis
trative expenses and selling expenses).
Case No. 2.
Other manufacturing concerns when distributing overhead expenses
consider only the factory expenses as overhead expenses, administrative
and selling expenses being deducted from the prime profit. The percentage
of overhead in this case is not as high as Case No. 1, nor is the inventory
of work in progress in the books as high. In Case No. 1, due to the high
percentage of overhead, the balance-sheet would show that the business
is in a better financial position than Case No. 2, since the administrative
and selling expenses are added to the value of work in progress.
Should administrative and selling expenses be deducted for the period
incurred or should they be added in any way to the finished product or
work in process? How should the overhead expenses for finished product
and work in process be figured when same are inventoried in cases No. 1
and No. 2; also should the materials and labor for finished product and
work in process be inventoried at cost or should they be inventoried at
cost or market, whichever is lower?
I am enclosing herewith a statement which is self-explanatory. In
Case No. 1 you will note that there is a profit for the period of $3,750.00
and an inventory of $1,250.00. In Case No. 2 you will note that there
is a profit for the period of $3,500.00 and an inventory of $1,000.00. The
above would have considerable effect on a balance-sheet of a large going
manufacturing company, even though both are in the same financial posi
tion. The balance-sheet in Case No. 1 would show larger profits and
a larger inventory at the end of an accounting period.
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Case No. 1.
20 Articles Manufactured.
Material
.....................................................
$2,000.00
Productive labor ..............................................
1,000.00
Overhead:
Factory ...................................
$1,000.00
Administrative .’.....................
500.00
Selling expense .....................
500.00
2,000.00

5,000.00 or $250.00 each

Total cost .......................

Sales—15 at $500.00 each .......................................
Cost—15 at 250.00 each ......................................................

$7,500.00
3,750.00
$3,750.00

Profit ......................................................
Inventory: 5 at $250.00 each = $1,250.00.
Case No 2.
20 Articles Manufactured.
Factory overhead .................... ........................

Total cost ....................................................

1,000.00

$4,000.00 or $200.00 each

Sales—15 at $500.00 each ........................................
Cost—15 at 200.00 each ......................................................

$7,500.00
3,000.00

Prime profit ...........................................................................
Deduct:
Administrative expenses ......................
$ 500.00
Selling expenses .........................................
500.00

$4,500.00

Net profit ...............................................................................

$3,500.00

1,000.00

Inventory: 5 at $200.00 each = $1,000.00.
Yours very truly,
A. J. N.

Louisville, Ky.

This letter recalls a conversation which the editor of this department
had several years ago with the president of a corporation manufacturing
hog cholera serum. The president stated that the company had been in
existence only a few months and had made several thousand dollars already,
“and we haven’t started to sell the serum yet.” Inquiry brought to light
the following accounting methods. Adding all cash payments since organi
zation (commission on stock sales, manufacturing, administrative and
promotion expenses) and dividing by the number of cubic centimeters
manufactured gave a figure of about three quarters of a cent per cubic
centimeter. “The serum is to sell at five cents per cubic centimeter but
as we want to be conservative we are valuing it at only three cents.”
The attempt to explain the distinction between manufacturing expenses
and other expenses and the impropriety of anticipating profits was fruitless,
and the incident occurred in the halcyon days before the income tax pro
vided a convincing argument.
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Case No. 1 is clearly wrong. Selling and administrative expenses
must be absorbed as operating expenses, and no portion of them can
properly be included in the cost of manufacture. Your two illustrations
show why Case No. 1 is wrong: because of the inflation of the inventory
and of the profits.
The question as to “how the overhead expenses for finished product
and work in process should be figured when same are inventoried in
Cases 1 and 2” cannot be answered in full. Case No. 1 is wrong and
can be excluded. As to Case No. 2, all that can be said is that a good
cost system should be installed to make an apportionment of the overhead
on one of the several well-known bases, and that the goods in process
and finished goods should be valued in accordance with the findings of
the cost system.
It is coming to be recognized that the cost or market rule in the
valuation of inventories of manufactured products applies to the labor
element of cost as well as to the material element thereof.
Charles P. Rupp and Walter B. Bailey announce the consolidation of
their practices under the firm name of Rupp & Bailey with offices at
255 California street, San Francisco, California.
R. G. Rankin & Co. announce that they have removed their offices to
61 Broadway, New York.

MacHugh, Hill & Co., San Francisco, announce that Neil E. Larkin
has become a member of the firm. The firm also announces the opening
of offices in the W. P. Story building, Los Angeles.

William Bryden and L. C. Fauble announce the formation of a partner
ship under the firm name of William Bryden & Co., with offices at 1817
Douglas street, Omaha, Nebraska.
Lewis M. Sternrich and Louis Siegel announce that they have formed
a partnership under the firm name of Sternrich & Siegel, with offices at
31 Clinton street, Newark, New Jersey.

Flack & Flack announce that they have taken into partnership in their
Sydney (Australia) office George Lormer, associate of the American Insti
tute of Accountants.
Wells & Miller Co., Inc., announces that it has succeeded the firm of
Wells, Elkins & Miller, Inc., with offices in the Allison building, Richmond,
and the Krise building, Lynchburg, Virginia.

C. Herbert Johnson and Floyd B. Slabaugh announce the formation of
a partnership under the firm name of Johnson & Slabaugh, with offices at
315 Monger building, Elkhart, Indiana.

146

Book Reviews
AUDITING THEORY AND PRACTICE, vol. I, General Principles, by
Robert H. Montgomery. The Ronald Press Co., New York. 730 pp.
Cloth.
The increasing importance and complexities of scientific auditing
are well indicated by the growth of Montgomery’s Auditing, now in
its third edition. The second edition of 1916 contained 900 pages,
including 150 devoted to the income tax. The first volume of this,
the third edition, has 730 pages devoted entirely to general principles
of auditing, and it is to be followed by a second volume which will
deal with special procedures applicable to various classes of business.
And yet there are some who maintain that accountancy has made
little progress in the last twenty years!
If there is any point in general auditing principles not covered in
this edition we have failed to discover it. True, we were a little
disappointed to find no definite advice as to an auditor’s duty to
disclose to his client A information of value which he has incidentally
obtained from client B. The advice given on page 568 (which has a
slightly ironical sound) may be good, but we can hardly imagine an
auditor telling a client in advance that any evidence of “graft” in his
books will be reported to the injured party, if the latter happens to
be a client also! But that is not exactly the point we raise, which
is: Is it ethical for an auditor to use such information if it is likely
to injure a former client, or, vice versa, to suppress it if it is likely
to work to the detriment of his present client?
With the abnormal conditions of 1918 to 1921 in mind every
purchaser of the present edition will probably turn, as the reviewer
did, to the chapters on inventories. We have all had to do more or
less violence to our professional consciences and we look for approval
or condemnation to the author. When we find he is just as human as
the rest of us, we are sadly torn between relief and dismay—relief,
that our own straying from the path of strict rectitude may be con
sidered “good accounting practice”—dismay, to find our faith in the
inflexible standard of “cost or market” shaken to its foundations! We
read (pp. 159-161) that the good old rule may be set aside under no
less than six contingencies. These contingencies are, of course,
assumed to be the result of abnormal conditions, but we wonder
uncomfortably what is the value of a rule that will not stand the test
of abnormal times. Who will decide when times are normal or
abnormal for any given trade? Lacking the powerful support of “the
auditor’s bible” (as it has been happily styled in the past), who can
now successfully oppose the arguments of the client who insists upon
higher market value for his inventory?
The author himself does not appear to be any too happy over the
matter (see preface), and the reviewer thinks he will be even less so
when future “heretics” quote Montgomry’s Auditing against the “cost
or market” rule. Protest and point as he may to the qualification that
“unrealized profits . . . must be separately stated,” the door is open
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to unlimited juggling with inventory values, and always will be pleaded
the excuse of abnormal conditions. True, they were, and still are,
abnormal, but is that any more reason for varying the standard in the
case of inventories than in the case, for instance, of cash, which a
certain economist proposes to “value” on a sliding scale?
The reviewer has long entertained a heresy of his own on the
subject of inventories, and since he is no longer in danger of orthodox
damnation, he proposes to state it. Why should we not abandon the
double standard of “cost or market” entirely, and rely upon cost
alone? As a matter of fact, cost is the basis of all real profit in
the end, allocate it as we may to different periods by the present
rule of “cost or market.” The argument that the balance-sheet should
show the true financial position at a given date and therefore the
inventory must be priced at cost or market, whichever is the lower,
sounds plausible, but the reviewer thinks it fallacious in most cases.
If the concern is about to go out of business, it would be correct, but
no concern puts out a balance-sheet for any purpose whatsoever which
does not intend to continue business as usual. It is, therefore, rather
finical to maintain that it should show its inventory at market price
when it has no intention of selling at that price. On the other hand,
by stating its inventory at cost (eliminating, of course, damaged and
unsalable goods) it would be showing its true financial position for
the reason that it would thereby show the amount of working capital
invested in material or merchandise. As for the profit-and-loss state
ment, cost basis would show the actual cost of sales. In an abnor
mally rising selling market, this profit would naturally be abnormal
too, but it would be offset by smaller profits when the concern had
to replace material or goods at higher prices. Using the “cost or
market” rule distributes or equalizes the real profits between two
periods, and it does nothing more. The ultimate profit realized on the
sale of a given lot of merchandise is the difference between the actual
cost and the actual selling price realized. Why not frankly recognize
the fact, which every merchant knows, and thus do away with a
perennial cause of conflict between auditor and client?
As for presenting a balance-sheet that “may more nearly reflect
a concern’s actual financial position” (page v), would it not amply
suffice to state the market value of the inventory as a note under
“inventories”? We do that in the case of long-time investments, and
the inventory reflects nothing more nor less than a temporary invest
ment of working capital.
But to return to Auditing—Montgomery’s work is too well
known to need any commendation to the profession. The reviewer
does wonder, however, what the accounting world will think of the
chapters on inventories. Shall we agree that the author has treated
the matter in the light of common-sense and expediency? Or must
we admit that in this world of chaotic welter even accountancy has
lost its standards? And how will it all end?
W. H. Lawton.
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APPLIED GRAPHOLOGY, by Albert J. Smith. The Gregg Publishing
Company, New York. 197 p.
There is so great a tendency to read meanings into meaningless facts
that there is always a certain amount of doubt as to the value of any
interpretive science. The world is full of people who believe in astrology,
palmistry, clairvoyance and what not. This must be so because there are
so many people engaged in imposing upon the public in these ways.
A quite valuable attempt to read character and faculty from hand
writing has been the subject of a certain amount of skepticism because
at first glance it seems to be somewhat like trying to foretell one’s future
by the horoscope.
The writer of these notes remembers clearly that in the halcyon days
of reportorial irresponsibility he was called upon to take the place of
the graphologist whose duty it was to classify and characterize letters
which were sent in anonymously accompanied by a modest fee. The thing
seemed so simple that it was undertaken gleefully. The first issue of the
paper in which his expert opinions appeared described one correspondent
as likely to be more at home peeling potatoes than handling a pen. It
subsequently developed that the lady in question was one of the leaders
of society of the city in which the paper was published. From that time
onward all attempts at graphology have been left to those who know
something about it.
Applied Graphology, a new textbook on the subject of character analysis
from handwriting, is extremely interesting and seems to be well worthy
of consideration. Accountants would probably get many a valuable hint
as to conditions if they learned to read character from the handwriting
before them
A. P. R.

PRACTICAL BANK OPERATION, prepared by L. H. Langston.
Ronald Press Company, New York. 2 vols. 731 p.
These volumes were prepared under the direction of the educational
committee of the National City Bank of New York primarily for the
use of the bank’s training classes and incidentally for the use of bankers
and students in general. The work is strictly a practical manual describing
in great detail how the affairs of a great banking institution with branches
and connections extending throughout the civilized world are carried on.
This means not only how the clerical details are taken care of in the bank
itself, but also the travels and adventures of “items” which may go from
the bank perhaps to the nearest clearing house, perhaps to London, Paris,
Buenos Aires, Calcutta or the cities of far Cathay. It is rather stirring
to the imagination to see what an important part bank credit plays in the
world’s affairs, and it helps one to understand better the chaos following
the general collapse of that credit during and after the war.
With the possibilities of a large foreign trade being built up in this
country before them, ambitious American manufacturers and traders will
find much useful information as to handling the details of the necessary
financial transactions, as well as the service banks with foreign connections
can render in the way of investigating the credit and responsibility of
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would-be foreign customers. The chapters on foreign collections, dis
counts, exchange, etc., are full and enlightening.
The part played by clearing houses and the federal reserve system is
fully explained and discussed, a matter on which there is need of much
light in these days when attempts are being made to subject the federal
reserve system to political control for the benefit of this or that bloc.
Other functions of the modern bank are treated in the same detailed and
exhaustive manner.
The public accountant will be chiefly interested in the chapters on
credit and on the bank’s methods of internal check and audit. From the
casual remark (p. 244) as to the preference given by bankers to certified
statements from would-be borrowers, it is apparent that the status of
the public accountant is well settled among bankers. In return it would
be only fair on the part of the accountant to give careful study to the
points, as set forth in the chapter on credit, about which the banker desires
explicit information.
W. H. Lawton.

TRADE TESTS, by J. Crosby Chapman. Henry Holt & Co., New York.
435 pp.
Naturally the title, Trade Tests, provokes at once the question,
“What is a trade test?” The definition given by the author (p. 8) is—
“Essentially, the trade test is a measuring rod which can be used
without trade knowledge on the part of the examiner, for rating in
objective, quantitative terms the degree of trade ability possessed
by the person under examination.”
This gives us the subject and the object of the whole book—
it is a study of methods of framing a set of questions adapted to the
trade by which an examiner who has no special knowledge of that
trade can ascertain with approximate accuracy, and express by a
scale, what an applicant for a job actually knows about it, and how he
should be ranked, whether as a novice, apprentice or journeyman
expert. Observe the significant points of this. The set of questions
must be framed so it can be used by any intelligent clerk in the
employment department instead of taking the more valuable time of
an employer or foreman to question and experiment with the new
man. The answers to the questions must be rated on an inflexible
scale, no part credits being given: the applicant either knows or does
not know. A pre-determined division of the scale automatically
classes him as a novice, apprentice or journeyman-expert. Above
all, the subjective element must be absolutely eliminated—the opinion
of the examiner as influenced by the state of his digestion or by the
personal appearance and manners of the applicant must have no
weight in the final rating.
This is a large subject, and one may readily imagine the hoots
of derision with which old-fashioned employers and foremen would
greet this innovation. Luckily there are two factors in the author’s
favor: the lively tendency on the part of the up-and-going American
employer to “try anything once,” and the remarkable success of the
tests used in the army during the late war. Although some attempts
at such tests had already been made in a few large factories and
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works, it was the enormous pressure of necessity during the war that
put the adoption and use of these tests on a scientific basis. Mil
lions of men had been gathered together in camps; thousands of
them were urgently needed for technical jobs of all kinds, and the
officers had to find them. Attracted by the prospects of extra pay
and privileges, and above all by the laudable desire of many to get
"over there” as soon as possible, hundreds of men professed ability
and were accepted by confiding officers only to prove worthless for
their particular jobs when they arrived in France. Of course, this
meant waste and useless expense, and it became necessary to find
some mechanical means of selecting and rating men for these tech
nical positions. Dr. Chapman’s book tells how it was done, including
the not least valuable information to those who may attempt to
adopt the methods hereafter: what errors were made, why and how
they were corrected. Illustrations of standard test questions as
finally adopted by the army authorities complete the story.
There are three methods—the oral test, which consists in bring
ing the candidate before the examiner who reads to him the set of
questions drawn up for his trade and takes down his answers
verbatim, the rating according to scale being done later; the picture
test, in which the candidate is shown a set of trade pictures (tools,
machinery, machine-parts, etc.), and asked their names and purpose;
and the performance test, in which the equipment of tools and
material for a standard trade job are given the candidate, and he
is rated according to the time of performance and the quality of the
product. In the oral and picture tests the questions are so framed
as to require answers of but two or three words, but it will be
observed that correct answers show trade knowledge and actual
experience, thereby automatically classifying the applicant as a novice,
apprentice or helper or journeyman or expert. The picture test is
merely a variation of the oral and is used mainly where the applicant’s
knowledge of English is slight. Nevertheless, he may be an expert
at his job and will be familiar with trade nomenclature. Both these
tests are available, of course, only in trades where information is a
large element. If the trade is almost purely a matter of dexterity,
manifestly not much idea of a candidate’s ability could be obtained
through the question test. But in the case of a surveyor, bricklayer,
electrician, etc., skill in carrying out processes follows almost auto
matically from possession of the necessary information he has
acquired while learning them. Therefore, where manual dexterity
is the chief element the performance test is indicated, but it may
also be very useful in supplementing the oral and picture tests both
to check the rating obtained by the latter and to ascertain the relative
skill of several applicants for the same job.
In all cases the questions and performance tests are standardized
by being tried on workmen of different classes. After correction
and revision the examiner is not permitted to vary the language or
form of the adopted questions when putting them to the candidate.
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This insures impartial treatment and also the relative accuracy of
the ratings.
And of what interest is all this to the public accountant? Well,
the problem of excessive and wasteful labor turnover is an important
subject for investigation when ways and means of cutting expenses
are being sought. The right man on the right job means a contented
man as a rule. Trade tests aim to establish this happy combination
at the outset. They can also be readily adapted to ascertain the fitness
of applicants for advancement. The public accountant who is familiar
with Professor Chapman’s book can be of great service to clients
with long payrolls.
W. H. Lawton.

R. A. O. A. 1921 SYNOPSIS, edited by E. R. Woodson. Railway Accounting
Officers’ Association, 1116 Woodward building, Washington, D. C. 400 pp.
This is a synopsis of rules, regulations and forms for railway
accounting as adopted by the Railway Accounting Officers’ Associa
tion with the view of simplifying procedure and eventually estab
lishing uniform methods in railway accounting. The book is divided
into four principal sections: freight, passenger, disbursement and
overcharge claim rules. The first, three sections are further sub
divided into mandatory and recommendatory rules; the last is entirely
mandatory. Each section is prefaced by a complete index, and fol
lowed by standard forms to be used.
“Mandatory” is not to be taken in the sense that the rules are
prescribed by the I. C. C. or other lawful authority. They apply to
members of the association only as members and are not to be
enforced where they conflict with state or federal laws or rulings.
The book is, of course, intended only for the railway accounting
offices, but public accountants engaged in railway work, or even in
auditing the accounts of large shippers, will do well to become
familiar with it.
W. H. Lawton.
RAILWAY ACCOUNTING OFFICERS’ ASSOCIATION: Thirty
seventh Report. Issued by the Association, 1116 Woodward building,
Washington, D. C. Cloth. 575 pp.
This is a report of the proceedings of the meeting of the Railway
Accounting Officers’ Association held at Atlantic City in June, 1921,
and contains the usual addresses and committee reports customary in
such bodies. To the accountant employed in or interested in railway
accounting, the committee reports will be invaluable since they give
the rulings and recommendations adopted for railway accounts in
detail.
The general reader will be more interested in the addresses
delivered by Commissioner B. H. Meyer, of the interstate commerce
commission, and W. A. Colston, director of finance of the I. C. C.
In these two addresses will be found illuminating information in
regard to problems arising under the transportation act of 1920.
From the general tenor of the remarks of Mr. Colston it is apparent
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that congress was no more successful in drafting the transportation
act clearly and coherently than it was in the case of the income-tax
laws.
W. H. Lawton.

MUNICIPAL ACCOUNTS, by John Allcock. Gee & Company, London.
232 pp.
In the first ninety-seven pages of this compact little book (it is
small enough to slip into an overcoat pocket) the author has accom
plished the rather difficult task of outlining a complete set of accounts
for an ordinary English municipality. The rest of the book contains
all the forms for the accounts, reports, vouchers, etc., etc. According
to the introduction (p. xii), the primary purpose of the book is to
enable a borough treasurer, or the chief executive financial officer
by whatever name known, to “give the maximum information” in as
concise a form as possible to the members of the town council. It
will be remembered that Mr. Oakey’s book on state and municipal
accounting, reviewed in these pages a short time ago, had the same
object. Both serve a much more practical purpose in furnishing
authoritative texts for the accountant, student and practising.
Owing to the similarity of municipal governments of this country
to those of Great Britain, students who wish to acquire the funda
mental elements of municipal accounting will find Mr. Allcock’s little
manual very helpful. Due regard, however, must be paid to differ
ences in terminology and usage, e.g., “corporation redeemable stock”
for municipal bonds, reversed debit and credit sides of accounts, etc.
W. H. Lawton.

Marwick, Mitchell & Co. announce the opening of an office at 507 Main
street, Worcester, Massachusetts.

John C. Stell announces the opening of an office at 280 Broadway,
New York.

George E. Holmes, Ross W. Lynn, Randolph E. Paul and Valentine
B. Havens announce the formation of a partnership, practising under the
firm name of Holmes, Lynn, Paul & Havens, with offices at 15 William
street, New York.
Charles L. Hughes announces the opening of offices at 110 William
.street, New York.

Lybrand, Ross Bros. & Montgomery announce that George Roscoe
Keast has been admitted to membership in their firm in charge of their
Pittsburgh office.
Arthur Young & Co. announce that A. O. Cushny has been admitted
as a partner in association with Edward Fraser in the management of
their office at 1105 Commerce building, Kansas City, Missouri.
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Bishop, Brissman & Co. announce that Thomas J. Shannon of St. Paul,
Minnesota, and J. A. Cull of Fargo, North Dakota, have been admitted
as partners of the firm.
Joseph N. Tropp announces the dissolution of the firm of Laskey &
Tropp and the continuation of his practice under the firm name of
Joseph N. Tropp Co., with offices in the World building, New York.

T. A. Andrews & Co., Memphis, Tennessee, announce the opening of
an office at 810 Stahlman building, Nashville, Tennessee.
West & Flint announce that William H. West has retired from the
firm and that the practice hereafter will be continued under the name
of West, Flint & Co., by the following partners: John Flint, Benedict F.
Buhle, Philip S. Suffern, Max Frederich, William J. Buzby and Alexander
B. Neill. The office since January 1st has been at 40 Rector street,
New York.

Ernest E. Wooden announces that he has resigned from the vice
presidency of the Baltimore Audit Company and has opened an office at
1015 Munsey building, Baltimore, Maryland.
Hadfield & Rothwell, Hartford, Connecticut, announce that Charles
Floyd Coates has been admitted to the firm.

George H. Bowers and Philip S. Suffern announce the discontinuance
of the firm of Bowers & Suffern.
Perine & Nichols announce the admission to partnership of George H.
Bowers, formerly of Bowers & Suffern, and the withdrawal from the
firm of Frederick Fischer, Jr.

Frederick Fischer, Jr., announces the opening of an office in the
Guaranty Trust building, 522 Fifth avenue, New York.

Orlando C. Moyer and Russell E. Briggs announce the dissolution of
partnership. Orlando C. Moyer announces the continuance of his
accounting practice under the firm name of Orlando C. Moyer & Co.,
with offices at 1737 Broadway, New York, and 201 Devonshire street,
Boston, Massachusetts.
Hutchison & Smith, Praetorian building, Dallas, Texas, announce that
Joseph C. Harris and James Hamilton Nance have been admitted to
partnership in the firm.
William H. Mannix announces that he is entering into partnership with
William L. Litle, Albert H. Schietinger and Thomas Dwight Goodwin under
the firm name of Litle, Schietinger & Goodwin with offices at 110 State
street, Boston, Massachusetts.
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Compiled in the Library of the American Institute of Accountants

ACCOUNTANCY
Law, C. P. A.
Indiana. State Board of Certified Accountants. Indiana C.P.A. Law and
Rules and Regulations Governing the Issuance of Certificates. Indian
apolis, 1921. 19 p.
ACCOUNTANTS
Clark, Fred C. Need of Close Contact between Cost and Technical Man.
Paper Mill and Wood Pulp News, Dec. 10, 1921, p. 12, 48.
Malkin, W. H. Chartered Accountant and the Business Man. Canadian
Chartered Accountant, Sept., 1921, p. 144.
Pain, A. E. Works Accountant in Action: some desultory thoughts. Cost
Accountant, Nov., 1921, p. 113-4.
ACCOUNTANTS’ SOCIETIES
C. A. Students’ Societies. Accountants’ Magazine, Dec., 1921, p. 567-72.
American Institute of Accountants
American Institute of Accountants. 1921 Year Book; officers, council,
board of examiners, committees, members and associates, proceedings
of the annual meeting at Washington, D. C., Sept. 20 and 21, 1921,
minutes of council meetings September 19 and 22, 1921, meeting of
members of accountancy boards September 19, 1921, reports presented
at annual meeting, list of C.P.A. examiners, constitution and by-laws
and rules of professional conduct. 135 Cedar street, New York, cl921.
167 p. $1.50.
Australasian Institute of Cost Accountants
Australasian Institute of Cost Accountants. Foreword and Syllabus. 5 St.
James buildings, William Street, Melbourne. 15 p.
Dominion Association of Chartered Accountants
Dominion Association of Chartered Accountants. Summary of Proceed
ings of the Nineteenth Annual Meeting Held in British Columbia,
August, 1921. Canadian Chartered Accountant, Sept., 1921, p. 133-171.
ADVERTISING
Keeler, Floyd Y. Use of a Daily Statement by the Advertising Agent.
Printers’ Ink, Dec. 29, 1921, p. 25-6.
AUDITING
Montgomery, Robert H. Auditing Theory and Practice. Ed. 3, revised
and enlarged. New York, The Ronald Press Company, 1921. 730 p.
Vol. 1. General principles.

AUTOMOBILES
Cost Accounting
Truck Owners’ Conference, Inc. National Standard Truck Cost System.
5 South Wabash avenue, Chicago.
BALANCE-SHEETS
Kerr, David S. Analysis of a Company’s Balance-sheet. Canadian
Chartered Accountant, Sept., 1921, p. 172-5.
Rintoul, Peter. Some Notes for Bank Agents upon the Examination of a
Balance-sheet. South African Accountant, Sept., 1921, p. 48-9.
BANKS AND BANKING
United States. Comptroller of the Currency. Instructions Relative to the
Organization and Powers of National Banks, 1920. Washington, Gov
ernment Printing Office, 1920. 145 p.
Westerfield, Ray B. Banking Principles and Practice. 5v. New York,
The Ronald Press Company, 1921.
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Accounting
Hammett, Charles E. Accountancy of Banking. Administration, Jan.,
1922, p. 11-28.
BISCUITS AND CRACKERS
Cost Accounting
Moran, Donald L. Process Costs for Biscuit Manufacturers. Cost Ac
countant, Dec., 1921, p. 124-6.
BOTTLING
Jackson, J. Hugh. Bottlers’ Accounts. Beverage Journal, Jan., Feb.,
April, July-Sept., 1921, p. 1-3, 55-8, 148-50; 1-7, 55-60, 105-10.
BUSINESS
Marshall, Leon Carroll. Business Administration. Chicago, University
of Chicago Press, cl921. 919 p.
CAPITAL
Adamson, R. Reduction of Capital. Australasian Accountant and
Secretary, Nov., 1921, p. 346.
CEMENT
Answer of the Cement Manufacturers to the Charge of Price Fixing.
Engineering and Contracting, Dec. 7, 1921, p. 530-4.
COFFEE
Cost Accounting
Ach, F. J. Coffee Roaster’s View; Suggestions for Computing Costs,
Using Advertising and Making Premiums Profitable. Tea and Coffee
Trade Journal, Oct., 1921, p. 536-8.
CONTRACTORS
Cost Accounting
Reinhardt, M. J. Overhead in Construction Work; estimates must include
overhead or failure will follow. Bulletin of the Associated General
Contractors, Dec., 1921, p. 16-17.
Walker, Frank R. Practical Business Methods for Engineers-ContractorsArchitects. Ed. 2. Chicago, Frank R. Walker company, cl919 and
1921. 80 p.
CONTRACTS
Badham, L. C. Contracts. Australasian Accountant and Secretary,
Nov., 1921, p. 342-6.
CORPORATIONS
Directors
Crew, Albert. Whole Duty of a Director. Accountants’ Journal, Nov.,
Dec., 1921, p. 422-30, 493-502.
Finance
Dawson, Sidney S. Evolution of Joint Stock Finance. Accountant, Dec.
10, 1921, p. 821.
COST AND FACTORY ACCOUNTING
Adamson, R. Necessity for More Accurate Costing in Australian Factories;
lecture Australasian Institute of Cost Accountants. 29 p. Accountant,
Dec. 17, 1921, p. 849-53.
Chamber of Commerce of the United States. Methods that Make for
Success in Uniform Cost Accounting. Fabricated Production Depart
ment, Bulletin No. 13. 2p.
Fitch, Stanley G. H. Deflation in Relation to Cost Accounting. Journal
of Accountancy, Jan., 1922, p. 1-11.
Shott, Percival. Cost Accounts: their use and abuse. Cost Accountant,
Dec., 1921, p. 134.
Stock, A. F. Advantages and Disadvantages of the Estimated Cost System.
Administration, Jan., 1922, p. 29-33.
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DEPARTMENT STORES
Costs
Harvard University. School of Business Administration. Bureau of
Business Research. Operating Expenses in Department Stores in 1920.
December 16, 1921. 2p.
DEPRECIATION, DEPLETION AND OBSOLESCENCE
Saliers, Earl A. Should Obsolescence Be Capitalised? Journal of Ac
countancy, Jan., 1922, p. 12-21.
Wilmot, H. Practical Solution of the Problem of Estimating the Depre
ciation of Industrial Plant. Cost Accountant, Dec., 1921, p. 120-1.
ECONOMICS
Herbert, H. W. Economics as a Study for Accountants. Australasian
Accountant and Secretary, Nov., 1921, p. 336-40.
Powell, Ellis T. Economic Retrospect of the War. Cost Accountant,
Dec., 1921, p. 131-2.
EDUCATION
Edwards, George. Educational Responsibilities of the Chartered Account
ants’ Societies. Canadian Chartered Accountant, Sept, 1921, p. 150-9.
Institute of Chartered Accountants of Ontario. Instruction Courses, 1922.
12 p.
ELECTRIC AND STREET RAILROADS
Finance
Service-at-Cost Idea Sound; Cleveland’s Street Railway Commissioner
reviews his six years in office—says franchise has proved elastic enough
to work under all conditions. Electric Railway Journal, Dec. 31,
1921, p. 1154.
ELECTRIC-LIGHT AND POWER COMPANIES
Accounting
Federal Power Commission Hears Protest on Accounting Rules and Regu
lations. National Electric Light Association Bulletin, Dec., 1921,
p. 699-705.
EXAMINATIONS
Adamson, R. Examination Room; what to do and how to do it; advice to
accountancy students. Australasian Accountant and Secretary,
Nov., 1921, p. 330-5.
American Institute of Accountants
American Institute of Accountants. Questions Set for Examination, No
vember, 1921. 135 Cedar street, New York, c1921. 14 p. 10c.
Scotland
Scottish Chartered Accountants General Examining Board. Solution to
Papers Set June, 1921. Accountants’ Magazine, Dec., 1921, p. 623-30.
FINANCE
Seligman, Edwin R. A. Currency Inflation and Public Debts; an historical
sketch with a prefatory note by Alvin W. Krech. New York, The
Equitable Trust Company of New York, 1921. 86 p.
FURNITURE
Accounting
National Association of Upholstered Furniture Manufacturers. Uniform
Trial Balance. 2p.
GOVERNMENT
Accounting
Fells, J. M. Cost Accounting and Rational National Expenditure. Cost
Accountant, Dec., 1921, p. 118-9.
INSURANCE, USE AND OCCUPANCY
Use and Occupancy Insurance. Canadian Chartered Accountant, Sept.,
1921, p. 183-4.
INVENTORIES
Cost or Market. Haskins and Sells Bulletin, Nov. 15, 1921, p. 99-100.
Keane, John. Our National Accounts. Cost Accountant, Nov., 1921,
p. 98-101.
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Stock-in-trade; its treatment in accounts in a falling market from a
financial and income taxation point of view. South African Account
ant, Sept, 1921, p. 76.
Valuation of Commercial Stocks. South African Accountant, Sept.,
1921, p. 41-2.
INVESTMENTS AND SECURITIES
Lagerquist, Walter Edwards. Investment Analysis; fundamentals in the
analysis of investment securities. New York. The Macmillan Com
pany, 1921. 792 p. $6.
IRON AND STEEL
Carnegie Steel Company. Pocket Companion for Engineers, Architects
and Builders Containing Useful Information and Tables Appertaining
to the Use of Steel. Pittsburgh, Carnegie Steel Company, c1921. 414 p.
LABOR
Tipper, Harry. Measuring Human Cost; address Industrial Cost Asso
ciation Conference, East Aurora, May 27, 1921. 4p.
MERCHANDISING
Nolan, John N. Importance of Accounting; suggestions on how wagon
merchants may improve their business and stop leaks. Tea and Coffee
Trade Journal, Oct., 1921, p. 541-4.
MINING AND METALLURGY, COAL
Cost Accounting
Reed, W. B. Cost Accounting in Bituminous Industry. Coal Review,
Dec. 14-28, 1921, p. 21, 21, 21.
Costs
United States. Federal Trade Commission. Cost Reports, Coal, No. 7,
Trans-Mississippi States—Bituminous, June 30, 1919. Washington,
Government Printing Office, 1921.
MOTOR BUSES
New York Commission Prepares for Valuations; bus accident data power
costs, Queens county lines and municipal operations in the grist last
week. Electric Railway Journal, Dec. 31, 1921, p. 1156.
MUNICIPAL
Accounting
Allcock, John. Municipal Accounts. Ed. 3. London, Gee & Co. 1920.
232 p. (Accountants’ Library, v. 21.)
NAVAL STORES
Accounting
Bennett, V. E. Naval Stores Accounting. Journal of Accountancy,
Jan., 1922, p. 22-31.
PAPER, CARDBOARD, ETC.
PAPER BOXES
Box Men to Know Costs, Paper Box Association Plans Elaborate Inves
tigation for Benefit of All Members. Tea and Coffee Trade Journal,
Oct, 1921, p. 492.
Cost Accounting
Loomis, John R. Practical Considerations in Paper Costs. Paper Mill
and Wood Pulp News, Dec. 10, 1921, p. 2, 46.
PATTERNS, DRAWINGS, MODELS, ETC.
Varley, H. Organisation of a Pattern Stores. Engineering and Indus
trial Management, Nov. 10, 1921, p. 522-5.
PAYROLLS
Vowles, L. O. Obviating “Dead” Men in Payrolls. Cost Accountant,
Nov., 1921, p. 100.
PROFESSIONAL ETHICS
Tendering for Audits; from Canadian Finance, Winnipeg. Canadian
Chartered Accountant, Sept., 1921, p. 180.
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PROPERTY
Manning, Anthony B. Fixed Property Accounting. Administration,
Jan., 1922, p. 89-112.
PROXIES
Shackleton, J. Newton. Use of Proxies. Australasian Accountant and
Secretary, Nov., 1921, p. 341-2.
PUBLIC UTILITIES
Accounting
Rockwood, J. A. Property Records of Utility Company. National Elec
tric Light Association Bulletin, Dec., 1921, p. 750-2.
Rates
Public Utility Rates; commissioner’s report considers factors entering into
present day fixing of utility rates. National Electric Light Asso
ciation Bulletin, Dec., 1921, p. 712-22.
RAILROADS
Accounting
Railway Accounting Officers’ Association. Final Settlements for Guaranty
Period. Washington, Dec. 19, 1921. 4p.
Stores Systems
Ewry, R. H. Adopts New Methods for Handling Stationery; describing
the system used by the Chicago, Milwaukee & St. Paul at its Miles
city stores. Railway Age, Dec. 31, 1921, p. 1325-7.
RETAIL TRADE
Accounting
Isherwood, V. W. Retail Accounting Problems. South African Account
ant, Sept., 1921, p. 64-5.
SHIPS AND SHIPPING
United States. Shipping Board. Fifth Annual Report, June 30, 1921.
Washington, Government Printing Office, 1921. 340 p.
STATIONERS
Knowing Your Turnover; how to determine with exactness this important
element in a retail stationery business—your profits depend on your
turnover—a graphic illustration of a stock-control system. Modern
Stationer and Book-Seller, Sept. 25, 1921, p. 11-14.
Costs
Gibbs, Fletcher B. After You Know Your Costs; association members
report over 38 per cent. gross profits with net profits less than 10 per
cent—two turnovers a year. Modern Stationer and Book-Seller,
Oct. 10, 1921, p. 11-12.
STEVEDORING
MacElwee, Roy S. and Thomas R. Taylor. Wharf Management, Steve
doring and Storage. New York, D. Appleton & Company, 1921. 350 p.
Contents: Accounting and paper work; Steamship accounting;
Warehousing and storage.
STOCK
No Par Value
Non-Par-Value Stock from an Accounting Point of View. Haskins and
Sells Bulletin, Dec. 15, 1921, p. 110-11.
STORES SYSTEMS AND STOCK RECORDS
Some Notes on Stores Control. Engineering and Industrial Manage
ment, Dec. 15, 1921, p. 682-4.
TAXATION, AUSTRALIA
Income and Excess-Profits
Income Tax Amendments. Australasian Accountant and Secretary,
Nov., 1921, p. 323-5.
M’Innes, John S. Source of Income for Taxation Purposes. Australasian
Accountant and Secretary, Nov., 1921, p. 341.
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TAXATION, CANADA
Income and Excess-Profits
Income War Tax Act, Chap. 33, An Act to Amend the Income War Tax
Act, 1917, Assented to 4th June, 1921; Professional Exemptions under
the Income War Tax Act; Sales Tax Ruling. Canadian Chartered
Accountant, Sept., 1921, p. 178-185.
TAXATION, CUBA
Cuba. Translation of Four Per Cent. Tax Decree No. 1641, published in
the Official Gazette, October 26, 1920. 4p.
Cuba. Translation of the Stamp Tax Laws in Force in Cuba, published in
the Official Gazette, October 6, 1920. 8p.
TAXATION, MISSOURI
Missouri. Income-tax Law; Law and Regulations Relative to the Tax
on Income on Individuals, Corporations, Joint Stock Companies, Asso
ciations and Insurance Companies, October 1, 1919, imposed by act of
the general assembly of April 12, 1917, as amended May 6, 1919; com
piled by George E. Hachmann, State Auditor.. 53p.
TAXATION, NORTH CAROLINA
North Carolina. Revenue Act (Public Laws 1921, chapter 34) ; An Act
to Raise Revenue: Machinery Act (Public Laws 1921, chapter 38) ;
An Act to Amend Chapter 92, Public Laws 1919, in Relation to the
Assessment of Property and the Collection of Taxes. Session. 1921.
180 p.
TAXATION, UNITED STATES
Income and Excess-Profits
H.R. 8245; an act to reduce and equalize taxation, to provide revenue and
for other purposes. Treasury Decisions, Dec. 8, 1921, p. 56-109.
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Tax and Coupon Directory. 1922 ed. New York, Standard Statistics
Company, cl922. 460 p. $24.
United States. Treasury Department. Manual for the Oil and Gas In
dustry under the Revenue Act of 1918 (revised August, 1921). Wash
ington, Government Printing Office, 1921. 245 p.
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Virginia Auditor of Public Accounts. Tax Laws 1920, with Sections of the
Code and Acts of Assembly in Relation to the Duties of the Commis
sioners of the Revenue and Treasurers of the Several Counties and
Cities, compiled and issued June 1, 1920. Richmond, 1920. 411 p.
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Hays, W. S. Lost Time Per Year; every man his own timekeeper. Bulle
tin of the Associated General Contractors, Dec., 1921, p. 33.
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Pope, F. A. Analysis and Control of Factory Transportation. Factory,
Jan., 1922, p. 38-42.
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Cost Accounting
Hudspith, W. Costing System for the Brass and Copper Tube Industry;
an abridged description of the system designed by W. Hudspith. Cost
Accountant, Nov., Dec., 1921, p. 107-9, 127-30.
VOTING
Buchanan, Hugh R. Voting in Sequestration. Accountants' Magazine,
Dec., 1921, p. 577-93.
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MacElwee, Roy S. and Thomas R. Taylor. Wharf Management, Steve
doring and Storage. New York, D. Appleton & Company, 1921. 350 p.
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March 6, 1922, and close Wednesday,
May 24, 1922.
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will be on Mondays, Tuesdays and Wed
nesdays.
Class will form on Thursday, March 2.
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Certified Public Accountant (New York)

New York, N. Y.

20 Vesey Street
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Accountants and Auditors
THE

AJAX EYELET FASTENER
For Binding Valuable Statements, Vouch
ers, Legal Papers, etc., it is especially
recommended. Its use assures Security
and Permanence and is an Insurance
Against Substitution and Loss

Duties of the
Junior Accountant
By W. B. Reynolds and F.W. Thornton
PUBLISHED UNDER THE ENDOWMENT FUND
OF THE AMERICAN INSTITUTE OF ACCOUNTANTS

TEXT BOOK that is
generally recognized as
the best authority on the sub
ject covered. Tells what is ex
pected of the beginner and the
more experienced junior ac
countant. An aid to learning
what to do and how to do it.

A

Handles
Three Sizes
of Ajax
Eyelets
without any
Adjustment

THE AJAX
is automatic—
always ready
for immediate
use. With one
stroke of the lever it punches the hole, inserts
and clinches the eyelets in one operation.
Order from your stationer or direct.
Write for our catalogue of office tools

MACHINE APPLIANCE CORPORATION
351-353 Jay Street

Brooklyn, N. Y.

Cloth-bound, 7x5 inches, 107 pages

Price $1.00 each copy
THE AMERICAN INSTITUTE
OF ACCOUNTANTS
135 CEDAR STREET

When writing to advertisers kindly mention The Journal of Accountancy
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A Staff Instruction Book
“HOW TO AUDIT” is not a text
book for students of accounting. It
is a book of instructions for use as
a guide to staff auditors.

Style 1642
Brief Case
illustrated,
size 16 x 10,
"with 2pockets,
in black, tan,
brown or
black grained;
lock and
key.

It was written by the principals of
a well-known firm of auditors and
public accountants who wished to
make sure that every job would be
handled as well as though they were
supervising it in person.

$6

Accountants’ Brief Cases

A great many firms of accountants
have already placed a copy in the
hands of each of their staff members.

Made of the best quality sole leather in attrac
tive styles and sizes—strong, durable and light.
For accountants, clerks, salesmen

The price is $2.10.
quantities.

A choice of 60 different styles and sizes, $6.00
to $27.00. Express prepaid anywhere in U.S.
Money back if not satisfied.

Discounts in

Buy direct from the manufacturer and sa-ve
the retailer'sprofit.
Sendfor Catalog J-27.

The McArdle Press,Inc.

LAWYERS’L.B. CASE MFG. CO.

705 Third Ave., New York City

5 CEDAR ST., NEW YORK

THE 1921 YEAR BOOK
of the

American Institute of Accountants
Contains
Report of Proceedings at Annual Meeting, September, 1921.
Lists of Members and Associates. Reports of Officers and
Committees. Constitution and By-Laws and Rules of Profes
sional Conduct. Personnel of all State Boards of Accountancy.

This 168-page volume, substantially bound, is now on sale
at $1.65, delivered in the United States and Canada

American Institute of Accountants
135 Cedar Street

New York
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PORTFOLIOS OF QUALITY
STYLE No. 1000 C. P. A.

Size 17x12 in. Made of heavy
cowhide—three wide pockets and
small pocket inside for pencils
and memorandums—heavy straps
all around attached to sliding ad
justable handle, solid brass plate
with turn buckle loop for padlock.
THIS STYLE IS SOLD BY OTHERS AT
FROM $18.00 TO $20.00

OUR PRICE
$12.50 EACH
SHIPPED ON RECEIPT OF CHECK OR MONEY ORDER

DEALERS,

write for our PROPOSITION

A. H. MICHAELS
The Lloyd-ThomasCo.
RECOGNIZED AUTHORITIES ON PHYSICAL VALUES

APPRAISERS—ENGINEERS.

CERTIFIED APPRAISALS
INDUSTRIAL PROPERTIES
for
Mergers
Bond Issues
Cost Systems Credit Extensions
Insurance
Income Tax
Accounting Liquidation

BRANCHES IN PRINCIPAL CITIES

ANALYSIS PAPER
Buff and White—Four grades—
4 to 28 columns wide, in variety
of styles, always carried in stock,
padded or loose.
Sendfor price list and samples.

L. H. Biglow & Company, Inc.
24 BEAVER STREET
NEW YORK

SPECIAL STAFF FOR QUICK
FINANCIAL VALUATIONS OF
LARGE PROPERTIES
CHRONOMETRIC VALUATIONS
FOR FEDERAL TAX PURPOSES
EXECUTIVE OFFICES
WESTERN
EASTERN
75 Fulton St. 1124-1128 Wilson
New York City
Chicago. Ill.

31 BEAVER STREET
NEW YORK, N. Y.

Ave.

CHECKING
PEN
A Definite Check
A Check that Informs
Once a user—
always a user

Patented—Improved
Single pen with set of type .... $1.00
Lots of one dozen....................................... 9.00
Special price to dealers
Sent prepaid upon receipt of price

Chas. G. Harris Ticking Pen Co.
916 Inter-Southern Building

LOUISVILLE, KY.
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Your Own Copy
HE full value of the Journal of Accountancy
cannot be realized by merely reading its
editorial contents once, however carefully and
studiously such reading may be done.
Information stored away in one’s memory cells
becomes with the passage of time an uncertain
asset. That filed in one’s library is an asset of
never-ceasing value.
The contents of the business text-book of a year
or more hence is largely the same material as
that which is being published from month to
month in such periodicals as the Journal of
Accountancy.
Many of the readers of this magazine are not
subscribers to it in their own names. They read
the office copy, the library
Journal of Accountancy
copy, the copy of some
135 Cedar Street
associate or acquaintance,
New York
Gentlemen:
etc.
Enclosed find $4.00 for which
If you are one of these,
kindly place my name on your list for
a year’s subscription to the Journal
make sure that you will
of Accountancy.
get the utmost value from
Name ............................
your reading.

T

Mail this
coupon now!

Occupation .......................

Firm.........................................................
Street and No..........................................

City and State....................
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Following is a list of the number of students enrolled in the ten largest
collegiate institutions in New England as of December 1, 1921, including
evening students, but excluding special, extension, and non-resident students:
Women

Total

6022
3923
3614
3497

49
1586
201
38

6071
5509
3815
3535

1912
2011
—
1241
—

—
180
—
1999
400
1548

2092
2011
1999
1641
1548

Men

Harvard........................................
Boston University........................
Yale...............................................
Mass. Institute of Technology . .

The Bentley School of Account ing and Finance .... 2194
Tufts...........................................
Dartmouth...................................
Smith...........................................
Brown...........................................
Wellesley...................................

2194

The Bentley School of Accounting and Finance was established in
1917 with 29 students, and in 1921 its enrolment of 2194 established a record of growth
that is believed to be unparalleled in the educational history of this country. It is, so far
as we have been able to ascertain, the largest professional school of its grade in the world
that is devoted exclusively to the training of commercial and public accountants.
The remarkable growth of this school is chiefly due to its high standards, and repu
tation for furnishing the best training in preparation for accounting practice that is available.
One of the outstanding features of this school is the unusually high standards required for graduation.
All courses in accounting must be completed with an average grade of not less than B—(80%), and all other
subjects must be completed with a grade of not less than C—(70%). Upon completion of the required
courses a certificate is issued, but the diploma is withheld and the student is not permitted to be known as
a graduate of the school until he has had two years of practical experience in commercial or public account
ing that satisfactorily demonstrates his technical ability, adaptability, application, and business conduct. He
is then entitled to a diploma and to be known as a B. S. G. (Bentley School Graduate). A diploma of
The Bentley School of Accounting and Finance is something which one can justly feel proud to possess,
and prize for the prestige it affords.

Both day and evening courses are offered to men who desire to specialize in accountancy. Day courses
require two years for completion of the required subjects, and evening courses four years.
Required Courses
Accounting I (Elementary)
Accounting II (Intermediate)
Accounting III (System Building and Cost Accounting)
Accounting IV (Auditing)
Accounting V (Advanced Accounting Problems)
Business Mathematics

The Bentley School

of

Business Law
Business English
Economics
Corporation Finance
Money and Banking
Interpretation of Financial Statements

Accounting and Finance

125 Tremont Street, Boston, Mass.
H. C. Bentley, C.P.A., President

B. G. Willard, A.B., C.P.A., Dean
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Classified Advertisements

Copy for classified advertising must be in band at the office of the Journal of Accountancy prior to the twentieth day of the month
preceding month of publication. Rates are $9 an inch or fraction for one insertion; $7 an inch or fraction each additional insertion

SITUATIONS WANTED

Certified Public Accountant
Member American Institute. Age 39. Active and energetic.
Thorough knowledge of and exceptional experience in fed
eral tax matters. Ten years’ continuous service as direct
ing senior and as junior partner, sharing heavy responsi
bilities in difficult and extensive public practice. Previous
broad business experience. Available for desirable perma
nent connection in practice of accountancy or as business
executive. Minimum compensation $6,000.

Box 262 c/o The Journal of Accountancy.

Position to Qualify for Examinations
A position with firm of public accountants to qualify for
C. P. A. examinations; now taking Walton course; 28
years of age. Salary not objective; position must offer
exceptional opportunity for experience and training. Ten
years’ experience in industrial accounting. Fair account
ant; fast; accurate.
Box 263 c/o The Journal of Accountancy.
C. P. A., university graduate, 30
years of age, holding certificate as
the result of Institute examination, desires permanent
connection with progressive firm of public accountants
located in the Northwest or on the coast. Has had five
years’ experience as senior and supervising accountant.
Fully qualified to take full charge of audits, system in
stallations, preparation of reports, and is well versed in
federal taxes.
Box 266 c/o The Journal of Accountancy.

Accountant

Several years’ varied experience in
general accounting, auditing and in
come tax—seeks part-time connection. Have taken Janu
ary C. P. A. examinations (N. Y.). Age 25.

Accountant

Box 269 c/o The Journal of Accountancy.

HELP WANTED

Two senior accountants,
well qualified, are wanted
to conduct and supervise audits in the Southern States.
Permanent employment and satisfactory salary. Give
reference in first letter and full details as to experience.
Box 265 c/o The Journal of Accountancy.

Senior Accountants

Thoroughly competent man
(Christian) wanted by oldestablished New York C. P. A. firm; must be high grade
in every respect; general accounting experience desirable;
give full particulars with commencing salary expected.
Box 261 c/o The Journal of Accountancy.

Cost Accountant

MISCELLANEOUS

C. P. A. partner wanted to
supervise branch office of a
large accounting firm with four branches. Company
established in 1908. Should be man of exceptional
ability, experience and capable of addressing public
gatherings. Give full history of accounting and busi
ness experience, education, age, nationality and family.
Reply is confidential.
Box 268 c/o The Journal of Accountancy.

Partner Wanted

Will Buy Practice

Certified firm will buy prac
tice of retiring accountants

east of the Mississippi."
Box 264 c/o The Journal of Accountancy.

Analysis Paper PRICES REDUCED
Quotations and samples on application

THE HENRY O. SHEPARD COMPANY
632 Sherman Street
Chicago, Illinois

Accountant- Office Manager
Eneregetic executive, fifteen years’ broad practical busi
ness experience, thoroughly trained cost and general ac
countant, accustomed to handle large office forces, good
correspondent, systematizer and organizer, wishes to
change present position. Will locate anywhere.

Box 267 c/o The Journal of Accountancy.
C. P. A. (Ohio),
age 28, with broad
including public accounting; at present auditor
corporation; would like to make permanent
with established C. P. A. firm. Especially
system installation.
Box 270 c/o The Journal of Accountancy.

Position or Partnership
experience,
of a large
connection
qualified in

WANTED
January, 1919, Number of The
Journal of Accountancy.
Various subscribers to The Journal
of Accountancy have a need for the
January, 1919,issue. Foralimited
number of these copies a price of
50 cents will be paid.
THE JOURNAL OF ACCOUNTANCY, Inc.
135 Cedar Street, New York, N. Y.
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Do You Want a Training
Such as This Man Sought ?
A man who is now taking Vannais Training, wrote to us, before
he made his decision, that he desired “to follow some definite,
well-organized plan of accountancy instruction under competent
direction.”
Then he informed us: “I investigated several courses, and after
careful consideration decided on Vannais Training, namely for
these reasons:

“The records of Vannais students evidence a well-planned train
ing, standardized answers are not used, and personal and not case
direction is given.”
Just as this man chose Vannais Training, so is it the choice of
many earnest men to-day. They have investigated and found that
Vannais Training has stood the highest official tests—the tests of
the C. P. A. examinations.

These men learned that Vannais Training offers individual instruc
tion, arranged exclusively for correspondence study. Each student
is taught accountancy in its various phases in an inter-related man
ner, and also taught the direct influence that each phase has on the
others. He is furnished authoritative reference manuals by Esquerré,
Montgomery, Crane, Nicholson-Rohrbach and Conyngton.

The unusual record achieved by Vannais-trained accountants is
disclosed in our new catalogue. You should know that record to
aid you in your investigation. Write for this catalogue, giving in
your inquiry, a brief statement of your experience and aim.

A knowledge of double-entry book
keeping is necessary for enrolment.

The Vannais Accounting Institute, Inc
30 Asylum Street, Hartford, Connecticut
150 Nassau Street
New York

5 South Wabash Avenue
Chicago

Call Building
San Francisco

237 Plymouth Building
Minneapolis

Address Your Inquiry to Hartford Office, Section “A”
When writing to advertisers kindly mention The Journal of Accountancy
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Students and grad
uates of Pace Institute
have succeeded as practising
and as executive account
ants because they have been soundly
trained—they have obtained a thorough
understanding of the principles of Accounting, Law,
Applied Economics, Organization, and Finance—they
have laid a dependable foundation for professional or
business advancement
Pace Institute, in New York, Boston, Washington, and Newark,
provides Day and Evening courses in Accountancy and Business
Administration—courses that are standardized, accredited, and
specific in their preparation for Accountancy or Business. New
class groups are now being organized.

One Month’s Trial Instruction $7
The courses of Pace Institute are also given by Extension through the
mails. You may enroll in Extension for a month’s trial instruction for $7.
There is no obligation of any kind to continue. Write for the Institute Bulle
tin, either Resident or Extension, and a copy of the helpful booklet “Your
Market Value.”

30 Church Street, New York City
715 G St., N.W.

Washington, D. C.

Tremont Temple
Boston, Mass.

From the shop of William Edwin Rudge, New York City

24 William St.
Newark, N. J.

